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THE WHITE HOUSE ACTION

WASHINGTON Last Day: January 2, 1976

December 30, 1975

MEMORANDUM FOR: THE PRESIDENT
FROM: JIM CANNO
/ SUBJECT: Enrolled Bi'll H.R. 10284 - Medicare
Amendments

This is to present fqr your action H.R. 10284, Medicare
Amendments.

BACKGROUND

H.R. 10284 would make numerous amendments to the Medicare

and Professional Standards Review Organization (PSRO) programs,
would authorize states to modify procedures for issuing food
stamps to welfare families, and includes a tax rider relating
to certain irrigation dams.

Most of the fourteen amendments contained in H.R. 10284 were
added to the bill in "Christmas tree" fashion during the
final days of the 1lst session, 94th Congress. The two major
amendments, supported by HEW, are:

- Coordination between Medicare and the Federal
Employee Health Benefits (FEHB) programs.
Would repeal section 1862 (c) of the Social
Security Act which provides that, effective
January 1, 1976, Medicare will not pay first
for any medical service if the service is also
covered under an FEHB plan and if the beneficiary
has dual coverage.

- Medicare Supplementary Medical Insurance (SMI)
Premiums. Would correct a technical error in
P.L. 92-233 which froze the premium for SMI,
the voluntary medical insurance part of Medicare
covering physicians' and other health services.

Several of these amendments affect deadlines occurring on
December 31, 1975 and, accordingly, require prompt action.
HEW must promulgate the new SMI premium by December 31, 1975,
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in order to take advantage of the authority in H.R. 10284

to increase SMI premiums for the twelve-month period beginning
July 1, 1976. The increase would reduce Federal payments

from general revenues by $184 million in fiscal year 1977

and $725 million by 1981.

RECOMMENDATIONS AND COMMENTS

HEW: Approval. HEW views enactment of the SMI
premium provision and repeal of the Medicare/
FEHB coordination provision to be of over-
riding importance and does not believe that
any of the other provisions warrant
recommending disapproval.

OMB : Approval. OMB objects to a number of the
enrolled bill's provisions for programmatic
and budgetary reasons but concurs with HEW
that the advantages of obtaining enactment
of the SMI premium provision and the section
1862 (c) repeal provision outweigh their
objections to the bill. "In the long run,
we believe that the provisions we support
will result in a favorable net budgetary

impact.”
Civil Service Approval
Commission:
Agriculture: No objection
Treasury: No objection (Informally)
Justice: Defers to other agencies
Seidman: Approval
Friedersdorf: Approval

Buchen (Lazarus) No objection

Jim Lynn's memorandum which includes the recommendations
from the departments is at Tab A. The enrolled bill is
attached at Tab B.

RECOMMENDATION

I recommend that you approve H.R., 10284 and that you do so
by Wednesday, December 31, 1975, to take advantage of the
savings in Federal expenditures.




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

TCag RT3
MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill H.R. 10284 ~ Medicare Amendments

Sponsor -~ Rep. Rostenkowski (D) Illinois and
12 others

Last Day for Action

January 2, 1976 - Friday (Action is urged no later than
Wednesday, December 31, 1975 because of timing involved in
several amendments, as explained below)

Purgose

Amends the Medicare and Professional Standards Review
Organization (PSRO) programs; authorizes States to modify
procedures for issuing food stamps to welfare families;
includes a tax rider relating to certain irrigation dams.

Agency Recommendations

Office of Management and Budget Approval
Department of Health, Education,
and Welfare Approval
Civil Service Commission Approval
Department of Agriculture No objection
Department of the Treasury No objection (Infcrmally)
Department of Justice Defers to other
agencies
Discussion

H.R. 10284 would make numerous amendments to the Medicare and
PSRO programs. It also contains two amendments unrelated to
health--one deals with the issuance of food stamps to families
receiving welfare benefits and the other is a tax amendment
relating to the exemption of interest on certain irrigation
dam bonds. Most of the fourteen amendments contained in

H.R. 10284 were added to the bill in "Christmas tree" fashion
during the final days of the lst session, 94th Congress. The



amendments and the Administration's position on them are
discussed below. Several of these amendments affect deadlines
occurring on December 31, 1975 and, accordingly, require
prompt action.

Major Amendments

Physician reimbursement under Medicare. In an effort to
control the escalating costs of the Medicare program,
P.L. 92-603, the "Social Security Amendments of 1972," limited
increases in the ceilings on rates paid for physicians' services
by tying them to an economic index.

HEW regulations to implement these provisions were not issued
until this year, in part because of the complexity of
developing an appropriate index. The index allows the
"prevailing charge" maximums in fiscal year 1976 to be no
more than 18% above the fiscal year 1973 level. As a result,
some physicians would receive less in 1976 than in 1975,
because the 1976 fee allowances under the index would be
lower than the amount they were paid during 1975.

H.R. 10284 would require physicians to receive Medicare reim-
bursements in fiscal year 1976 at a level not less than they
received in 1975. HEW estimates that this "savings clause”
would cost $35 million in 1976. HEW believes this provision
is desirable and that, without it, beneficiaries might face
increased out~of-pocket costs. OMB has opposed the provision
on the grounds that it would unnecessarily raise payment rates
to doctors.

Coordination between Medicare and the Federal Employee
Health Benefits (FEHB) programs. H.R. 10284 would repeal
section 1862(c) of the Social Security Act which provides that,
effective January 1, 1976, Medicare will not pay first for any
medical service if the service is also covered under an FEHB
plan and if the beneficiary has dual coverage.

Section 1862 (c) was enacted to force new legislation for
coordination of these health insurance plans. If allowed to
take effect, it would reduce net Federal costs by $137 million
in calendar 1976, but raise premiums of Federal employees and
annuitants by $75 million. H.R. 10284 would thus allow more
time for consideration of a coordination option which has been
proposed by the Administration.




Currently, Medicare makes payvment first for the covered
services; FEHB plans make payment only to the extent that
Medicare has not already paid. Medicare thus bears a major
share of the health care costs of those with dual coverage.

In a joint report submitted to Congress earlier this year,

HEW and the Civil Service Commission (CSC) pointed out numerous
problems involved in achieving the coordination specified by
section 1862 (c), and suggested an alternative approach which
would require amendment of both the Medicare law and the FEHB
Act, along with repeal of section 1862 (c). The Administration's
proposal to effect such coordination, submitted to the Congress
on July 31, 1975, was not acted on. Accordingly, since it is
impossible to implement the HEW-CSC proposal by January 1, 1976,
both HEW and CSC favor repeal of the provision which imposes the
deadline. CSC views enactment of the repeal provision as one of
"critical importance" and urges that the bill be signed
promptly. We believe that repeal of section 1862(c) will not
prejudice further efforts to vrovide improved coordination
between FEHB and Medicare.

Medicare Supplementary Medical Insurance (SMI) Premiums.
H.R. 10284 would correct a drafting error in P.L. 92-233 which
unintentionally froze the premium for SMI, the voluntary
medical insurance part of the Medicare program covering
physicians' and certain other health services. SMI is financed
by monthly premiums paid by enrollees matched by payments from
the Federal Government. The current monthly SMI premium is
permanently set at $6.70 because of the technical error. Since
enrollee premiums cannot be increased, Federal general revenues
are financing the entire increase in SMI costs, currently about
$1 billion annually.

HEW submitted legislation to the Congress on February 4, 1975
to correct this situation. The H.R. 10284 provision is similar
to the HEW proposal and would permit a premium increase
corresponding to increases in program costs, but no greater
than the percentage by which monthly social security benefits
have increased during the year.

HEW must promulgate the new SMI premium~--estimated to be §7.20
per month--by December 31, 1975, in order to take advantage of
the authority in H.R. 10284 to increase SMI premiums for the
twelve-month period beginning July 1, 1976. The increase would
reduce Federal payments from general revenues by $184 million
in fiscal year 1977 and $725 million by 1981.




Reimbursement for PSRO Utilization Review Activities.
PSROs currently may discharge their responsibilities for the
review of health care in two ways: they can delegate their
review responsibilities to hospital review committees or
they can carry out that review directly. Where the hospital
committee conducts the review, the costs are reimbursed
through the Medicare and Medicaid programs. Where the review
is conducted by a PSRO, the PSRO program bears the cost.
H.R. 10284 would require the Medicare trust fund to pay for
both the review conducted by hospitals and those reviews
conducted by PSROs directly.

This provision is, in effect, a new "tap" on the Medicare
hospital insurance trust fund to increase the funds available
to PSROs. It is designed to overcome the deliberate PSRO
implementation strategy of the Administration and the
Appropriations Committees that holds off on full-scale
establishment and funding of PSROs until concrete evidence of
their cost-effectiveness is established. The estimated added
costs under present law could range from $15 to $69 million
in fiscal year 1977. HEW does retain the authority, however,
to exert some controls on costs by limiting the number of
PSROs~-through agreements and regulations specifying PSRO
activity~-and through definition of reasonable costs for
purposes of PSRO payments from the hospitals.

HEW states that the probable net cost of this provision is not
sufficient to outweigh the desirability of unfreezing the SMI
premium or repealing the Medicare/FEHB coordination provision.

Other Provisions

Waiver of 24-hour nursing service requirement for certain
rural hospitals. H.R. 10284 would extend for three years--
from January 1, 1976 to January 1, 1979--the current authority
of the HEW Secretary to waive, for certain rural hospitals,
Medicare's requirement that participating hospitals provide
24-hour service by a registered professional nurse. The current
waiver authority recognizes the shortage of hospital services in
some areas and the desire not to reduce services where nurses
are in short supply. Daytime nurse supervision would still be
required.

The Administration submitted legislation to extend the waiver
provision for one year rather than three years. HEW believes a
three-year extension is preferable to no extension at all and
would accept this provision.




PSRO areas. Under present law, the HEW Secretary is
required and has, in fact, designated 203 geographic areas
as "Professional Standards Review Areas." There are six
States in which multiple PSRO areas have been designated,
but for which no HEW funding and approval has been provided.
The Senate Finance Committee report claims that in those
States there appears to be substantial physician preference
to establish a single statewide PSRO rather than the
presently required multiple PSROs.

H.R. 10284 would require HEW to designate a single statewide
PSRO area where multiple local areas now exist, upon the
approval of a majority of physicians in each presently desig-
nated local area. HEW believes this provision is undesirable
because it could reduce the probability of widespread physician
participation in the utilization review process, but does not
believe its objections are sufficiently serious to warrant an
adverse recommendation on the bill as a whole.

PSRO startup deadline. Under current law, the HEW
Secretary may designate only physician organizations as PSROs
until January 1, 1976. After that date, any organization may
be designated. A Senate floor amendment to H.R. 10284 would
extend the January 1, 1976 deadline for two years to January 1,
1978. HEW has announced that it does not intend to move to
designate non-physician PSROs for the next 12 to 18 months in
view of the difficulty in getting the physician-sponsored
entities underway. The Department does not object to the
two~-year extension.

Life Safety Code Requirements. Under present law, skilled
nursing facilities participating in the Medicare and Medicaid
programs must meet the conditions of the 1967 Life Safety Code
of the National Fire Protection Association. A provision of
H.R. 10284 would update this requirement so that such facilities
must meet the conditions of the 1973 Life Safety Code. The
amendment also would assure that facilities currently qualified
under the 1967 Code would not lose their eligibility for
participation in the programs.

Sacramento Medical Care Foundation Grant. One provision
of H.R. 10284 would have the effect of permitting HEW to give
the Foundation $930,000 to make up past and future losses on a
contract with the State of California. Unless it receives this
$930,000, the Foundation will not be able to participate in an




HEW research project related to this contract. Although we
have strong reservations about this provision, HEW desires
the Foundation to participate in the project and favors this
grant to make the Foundation solvent.

Study of Medicare coverage for certain optometric
services. H.R. 10284 would direct the HEW Secretary to conduct
a four-month study of the appropriateness of reimbursement of
optometrists under Medicare for provision of prosthetic lenses
for patients without natural lenses of the eye.

Utilization Review under Medicaid. Current law requires
utilization review committees to conduct a review of each case
before Federal Medicaid payments are authorized. H.R. 10284
would remove the mandatory 100% individual case review
requirement and would permit a review on an appropriately
designed sample basis.

Judicial review under Medicaid. The enrolled bill would
require States to consent to suit in the Federal courts on
actions brought against them by providers of Medicaid services.
This provision would permit hospitals to take legal action
against a State where such action may become necessary due to
disputes arising between the State and hospital over payments
under the Medicaid program.

Food stamp purchases by welfare recipients. Under the
Food Stamp Act, beginning January 1, 1976, State and local
welfare agencies are required to withhold, at the option of
welfare recipients, the food stamp purchase price from their
welfare payments and to distribute the food stamp coupon
allotment directly to the household along with the reduced
welfare payment (usually by mail).

Some States have found this mandatory provision extremely
difficult to implement, and H.R. 10284 would delay its imple~-
mentation until October 1, 1976. This is consistent with the
Administration's food stamp reform legislative proposal

(S. 2537) which would allow States the option of offering
such withholding.

Tax-exempt bond status for American Falls Dam. Title IIX
of H.R. 10284 contains language identical to that contained in
the Revenue Adjustment Act of 1975, which you signed on
December 23, 1975 (P.L. 94-164), and is therefore moot. The
effect of the language is to permit the American Falls
Reservoir District in Idaho to issue tax-exempt bonds for the
construction of a dam to replace the original American Falls
Dam constructed in 1927 by the Bureau of Reclamation.
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Recommendations

HEW recommends that H.R. 10284 be approved. As indicated in
the attached letter, HEW views enactment of the SMI premium
provision and repeal of the Medicare/FEHB coordination
provision to be of overriding importance. Accordingly, HEW
does not believe that any of the other provisions of H.R. 10284
warrant a disapproval recommendation. The Department points
out that in order to reduce Federal payments to the SMI trust
fund (under the SMI premium increase provision) amounting to
$184 million in fiscal year 1977, the enrolled bill must be
signed by December 31, 1975.

* * * * *

We object to a number of the enrolled bill's provisions for
programmatic and budgetary reasons, particularly the "bail out"
of the Sacramento Foundation, "saving" the 1975 prevailing
charge limitation for physicians, and the PSRO tap on the
Medicaid hospital insurance trust fund. Nevertheless, we
concur with the views expressed by HEW that the advantages

of obtaining enactment of the SMI premium provision and the
section 1862 (c) repeal provision outweigh our objections to
the bill. In the long run, we believe that the provisions

we support will result in a favorable net budgetary impact.

Accordingly, we recommend approval of H.R. 10284.

Assistant Directo: for

Legislative Reference

Enclosures




DEPARTMENT OF HEALTH, EDUCATION. AND WELFARE .

DEC 2% 1975

The Honorable James T. Lynn

Director, Office of Management
and Budget

Washington, D. C. 20503

Dear Mr. Lynn:

This is in response to your request for a report on
H.R. 10284, an enrolled bill "To amend title XVIII of
the Social Security Act, and for other purposes.”

We recommend that the enrolled bill be approved. If our
recommendation is accepted, the President will wish to
sign the bill before January 1 in order to take advantage
of the authority it contains to increase the Medicare
part B premium for the twelve-month period beginning
July 1, 1976. The increase will permit a $184 million
reduction in the appropriation from general revenues for
part B for fiscal year 1977.

The materials included at tabs A and B describe the bill
and its budget impact, respectively. Our views on each of
the bill's provisions are as follows:

Prevailing charge level for fiscal year 1976: Application

of the economic index provision added to Medicare by the
Social Security Amendments of 1972 has reduced about

15 percent of fiscal year 1976 prevailing charge levels

below the prevailing charge levels for the same service

in the same area in fiscal year 1975. It was not the original
intent of the index provision to cause a rollback of this
kind, but merely to supply a means of limiting prevailing
charge increases. The rollback came about because of the
longer-than-estimated time needed to perfect our implementing
regulations. If left uncorrected, we would expect the

lower reimbursement levels caused by the rollback to

reduce physician acceptance of assignment, Beneficiaries
whose physicians do not accept assignment may then face
increased out-of-pocket costs. Accordingly, we think the




The Honorable James T. Lynn 2

provision desirable degpite its $35 million reduction in
the $100 million savings expected in FY 1976 from use of
the index.

Extension of authority to waive 24-hour nursing service
requirement for certain rural hospitals: On September 29
we submitted to the Congress proposed legislation for a
one-year extension of our authority to waive the 24-hour
nursing service requirement for rural hospitals, subject

to the hogpitals' extending services by registered
professional nurses to an additional shift (beyond the
regular daytime shift now required). Although the enrolled
bill would enact a three-year extension without imposing the
additional nursing service requirement, we think this to

be far preferable than no extension at all. We therefore
would accept the provision.

Coordination between Medicare and Federal Employees' Health
Benefits program: On July 31, 1975, we sent to the Congress
a proposal to coordinate Medicare and the Federal Employees
Health Benefits program. The existing prohibition against
Medicare contribution after 1975 to FEHB coverage was
intended to stimulate the Executive Branch to submit such

a proposal, and the prohibition's repeal at this time is
therefore appropriate. Should the repeal fail, FEHB
enrollees would be subjected to substantial additional
enrollment costs for the coming year and thereafter.

Technical amendment relating to part B premium determination:
As we pointed out above, in order to obtain the advantage

of the correction of the technical error that has frozen

the SMI premium, the President must act on the enrolled bill
before the close of 1975. Although the enrolled bill takes
a somewhat different approach than we proposed in our letter
of January 31, 1975, to the Congress (i.e., it continues

to require that the part B premium be determined in December,
rather than, as we had proposed, forty-five days after the
close of the first calendar quarter), the end result is
substantially similar, and we endorse it.

-
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Professional standards review areas: We do not favor the
provision to allow physicians in certain PSRO areas to vote
to establish the entire State as a single PSRO area. The
establishment of a statewide PSRO in a State with many
physicians could result in such a large grouping of physicians
for so broad a geographic area as to reduce the probability
of widespread physician participation in the utilization
review process. Moreover, the provision may vitiate the

PSRO planning efforts of existing organizations to which

we have made planning grants in four of the affected

States. Nevertheless, because this provision would affect,
at most, only six States, our objections are not sufficiently
serious to warrant our adverse recommendation on the bill as
a whole.

Updating of the Life Safety regquirements applicable to
nursing homes: We think it appropriate to update the Life
Safety requirement because the 1967 edition of the Life
Safety Code has been superseded by the 1973 edition.

Grants for certain experiments and demonstration projects:
The $930,000 cost of a retroactive grant to the Sacramento
Foundation for Medical Care will preserve the solvency of
the Foundation, and therefore make its cost data available
in a forthcoming Department demonstration involving the
Foundation and intended to establish satisfactory
reimbursement formulas for HMO's in California and other
States.

Professional standards review organization startup deadline:
A delay in the physician-directed PSRO startup deadline will
allow additional time for the Department to negotiate with

conditionally designated PSRO's and is therefore acceptable.

Study regarding coverage under part B of Medicare for certain
services provided by optometrists: Stated simply, the bill
would have us consider whether Medicare should pay optometrists
for prescribing eyeglasses for beneficiaries who have had

their natural lens removed. We have no objection to

exploring the question.
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Utilization review under Medicaid: Utilization review by
sample to determine patterns of care is consistent with
the PSRO approach that looks to the establishment of norms
of care. We see no objection, therefore, to permitting
States to use appropriate patient samples to conduct
Medicaid utilization reviews.

Consent by States to certain suits: The Federal courts

are now open to test the Medicaid statute through suits

for injunctive relief. Therefore, the provision that

would require the States to make themselves amenable to

suits in Federal court to enforce payment claims of hospital-
providers is of limited significance to the Medicaid program
at the Federal level. We see no objection to it.

Utilization Review Activities: The Department has preferred
to fund direct PSRO utilization review, through the
appropriations process. However, this past preference and
the probable net cost of the new provision are not sufficient
to outweigh the desirability of unfreezing the SMI premium
or repealing the Medicare/FEHB coordination provision.
Although that cost is projected at a maximum of $69 million
for FY 1977 over the PSRO allowance, some of that cost will
be offset by amounts in the Medicare and Medicaid programs
that would otherwise have paid for utilization review now
conducted by hospitals under current regulations.

We express no opinion on titles II and III of the bill, which
are primarily of interest to other agencies.

We recommend that the President approve the enrolled bill,
and we emphasize the importance of affecting that approval
before the close of the vear.

Sincerely,

Secretary

Enclosures




’ - Tab A

TECHNICAL DESCRIPTION OF THE EFFECT OF : v
ENROLLED BILL H.R. 10284

Prevailing charge level for fiscal vear 1976

Section 101 of H.R. 10284 would alter the formula for
computing the prevailing charge level applied to bills
submitted in fiscal year 1976 for physicians' services
reimbursed under the program of supplementary medical
insurance benefits for the aged and disabled contained in
part B of title XVIII of the Social Security Act.

The prevailing charge level is the charge that would
cover 75 percent of the customary charges made for similar
services in the same locality about 18 months previously,
i.e., the customary charges made during the calendar year
preceding the calendar year in which began the fiscal year
in which the services were rendered.

The Social Security Amendments of 1972 (specifically,
section 224 of Public Law 92-603) limited the rate of
increase in the prevailing charge level for physicians®
services for fiscal year 1974 and thereafter. By way of
an amendment to section 1842(b) of the Social Security Act,
it subjected any such increase to a ceiling to be set by
a nationwide economic index promulgated by the Secretary’s
regulations.

The Secretary's regulations, published in final form
in June of this year, established an economic index that
Y k3 ' o .
in some cases has reduced the prevailing charge level for
1976 below the 1975 level. This has come about because the
1972 amendments, which are designed to accommodate post-FY 1973
increases in prevailing charges for physicians' services,
use the customary charges for calendar year 1971 as the
base to which the economic index is to be applied. These
1971 customary charges, as previously explained, determined
the prevailing charge level for FY 1973. By the time the
Secretary's regulations were promulgated in mid-1975,
however, the FY 1975 prevailing charge level for some
services in some areas had already increased beyond what
the economic index, when applied to the 1971 customary

charge base, would have allowed had it been in effec Tﬁﬁﬁ?m\,
o o

{
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The enrolled bill provides that any such rollback in
FY 1976 is to be avoided by using, where necessary, the
FY 1975 prevailing charge level. The amendment would be
retroactively applicable to all claims filed under the
part B program for services rendered in fiscal year 1976,
except that no payment would be made on claims processed
prior to the enactment of the section where the difference
between the amount paid and the amount due is less than
one dollar.

Extension of authority to waive 24~hour nursing service
requirement for certain rural hospitals

To participate in the Medicare program, a hospital
must, inter alia, provide 24-hour nursing service rendered
or supervised by a registered professional nurse, and have
a licensed practical nurse or registered professional nurse
on duty at all times. Until January 1, 1976, the Secretary
is authorized to waive so much of this rule as would require
a registered professional nurse to be on duty on the premises
of certain rural hospitals beyond the regular daytime shift.
The rural hospitals involved are those that provide necessary
services in areas that suffer from a shortage of those
services, and whose good faith effort to obtain registered
professional nurses for other than the regular daytime shift
is impeded by the lack of qualified nursing personnel in the
area. :

Section 102 of the enrolled bill womld extend this waiver
authority from January 1, 1976, to January 1, 1979.

Coordination between Medicare and Federall employees health
benefits program

Section 103 of the enrolled bill wowld repeal
section 1862 (c) of the Social Security Acct. Unless repealed,
the section will bar Medicare payments for items or services
furnished after December 31 of this year to an individual
enrolled under a health benefits plan cowered under =
chapter 89 of title 5, United States Codex (i.e., a Federal
employee health benefits plan). Absent iits repeal,
section 1862 (c) would require that the Secacretary certify
before January 1, 1976, that the FEHB prcogram has made
available to Medicare (part A or part B) eligibles



a supplement to the individual's Medicare protection, and
entitle the individual to a contribution toward this ‘
supplementary protection (or the individual's part B premium)
equal to that which the Government makes toward the health
insurance of a high option enrollee under the FEHB plan.

Technical amendment relating to part B premium determinations

In December of each year the Secretary, following the
mandate of section 1839 (c) of the Social Security Act,
determines the monthly actuarial rate for part B enrollees
that will establish their premium payment for the 12 months
beginning on July 1 of the next year. The monthly premium
- is limited by section 1839 (c) (3) (B) of the Act, however,
to the most recently promulgated premium rate plus a
percentage of that premium equal to the percentage by which
monthly OASDI benefits are scheduled to increase. The
Secretary determines the OASDI benefit increase by looking
back to the OASDI benefits in effect on June 1 of the year
in which the determination is made, and comparing them to
the benefits scheduled for June of the year for which the
premium determination is made.

In 1972, when this limitation was first enacted, any
automatic OASDI cost-of~living increase under section 215 (i)
of the Act was to occur in January of the year. Accordingly,
the determination of that increase was required to be
published on or before November 1. In December, 1973,
Public Law 93-233 changed the effective month of an OASDI
cost-of~living increase to June, and the publication date
to on or before mid-May. However, the Iaw failed to make
a corresponding change in section 1839 (c). In conseguence,
when the Secretary establishes the part B premium payment
in December for the 12 months beginning with the following
July, he finds that the OASDI benefits scheduled for the
coming June are the same as the benefits in effect for the
preceding June. The part B premium therefore remains the
same: §$6.70. ‘

Section 104 of the enrolled bill womld correct this
error. It would amend section 1839 (c) so that the part B
premium established in December for a swcceeding July would

-



be increased by the percentage by which the OASDI benefit
then scheduled to be payable in the coming May exceeded
that paid in the preceding May. Effectiwe July, 1976,
the increase in part B premiums will coincide with the
OASDI cost-of-living increase.

Professional standards review areas

Section 1152 of the Social Security Act requires the

~ Secretary to establish throughout the United States appropriate
'~ areas with respect to which Professional Standards Review

Organizations may be designated, and to enter into an
agreement with a qualified organizatiom to serve as the
PSRO for each such area. Section 105 of the enrolled bill

~would require the Secretary to establish an entire State

as a single Professional Standards Review Organization area
if (1) more than 50 percent of the physicians in each

" currently designated local or regional PSRO area within a

State vote in favor of statewide desigmation in a poll to

be conducted by the Secretary, and (2) the Secretary has not
yet designated a PSRO for any such area in the State. The -
amendment would affect six States.

Updating the life safety regquirements applicable to nursing
homes :

Effective six months from the date «of H.R. 10284's
enactment, section 106 would update section 1861(3j) (13)
of the Social Security Act, which now rexquires that a
skilled nursing facility, to participate in the Medicare
program, comply with the 1967 Life Safety Code of the
National Fire Protection Association. (A similar requirement
is imposed by section 1910 of the Sociali Security Act for
SNF's in Medicaid.) Although the amendmient would substitute
the 1973 edition of the Code, a grandfatiher provision would

.deem a skilled nursing facility to be in. compliance with

the updated requirement (as applicable two Medicare and
Medicaid) if it was in compliance with tlhe 1967 Life Safety

" Code prior to the effective date of the lbill's amendment

to section 1861 (j) (13) or if it meets thie applicable
provision of a Code imposed by State lawr and approved by
the Secretary. :



Grants for certain experiments and demonstration prcjects

Section 222(a) of the Social Security Amendments of
1972, P.L. 92-603, authorizes the Secretary to support
experimental or demonstration activities to compare alternative
"methods of prospective reimbursement of Medicare and Medicaid
providers. The section does not authorize the payment of
any costs incurred by any such activity prior to the
Secretary's agreement to assist it under the section.

Although cast in the language of general law, section 107
~of the enrolled bill is specifically designed to permit

the Secretary to make a grant to a California State agency

to permit the agency to conduct a rate-setting experiment
involving the Sacramento Foundation for Medical Care, the
"only large-scale operating independent practice association
in the State. In order to maintain the solvency of the
foundation so that it can serve as an element in the
experiment, a portion of this payment is intended to

reimburse it for health services provided to Medicaid
enrollees from July 1 to December 31, 1975. The reimbursement
would, prospectively and retroactively, supplement the fixed

- payment rate set by State law, which we understand to be
below the foundation's costs of providing care for its

36,000 Medicaid enrollees.

Professional Standards Review Organization startup deadline

Section 108 of the enrolled bill would extend from
January 1, 1976, to Januarv 1, 1978, the period during which
the Secretary is barred from entering into an agreement
under which there is designated as a Professional Standards
Review Organization an organization other than a nonprofit
professional association whose membership is limited to
physicians and consists of a substantial proportion of the
physicians practicing in the area.

Study regarding coverage under part B of Medicare for
certain services provided by optometrists

Section 109 of the enrolled bill would direct the
Secretary to conduct a study of the appropriateness of
part B reimbursement of optometrists for the provision of



prosthetic lenses for patients with aphakia. Aphakia is

not a disease. The term means merely the absence of a
natural lens. Under current law optometrists are compensated
only for establishing the necessity for prosthetic lenses
(section 1861 (r) (4)). Although the cost of a prosthetic
device (other than dental) is covered if it replaces all or
part of an internal body organ, or if it is an artificial
arm, leg, or eye (section 1861 (s) (8) and (9)), eyeglasses
‘are specifically excluded from coverage (section 1862 (a)(7)).

The study, with recommendations, is to be submitted
to the Congress not later than 4 months after the date of
the enrolled bill's enactment.

Utilization review under Medicaid

Section 1903 (g) of the Social Security Act reduces
by one-third the Federal medical assistance percentage
for the reimbursement of care beyond 60 days for an inpatient
of a hospital, skilled nursing facility, or intermediate
care facility, or care beyond 90 days for an inpatient of
a mental institution, unless the State has in effect a
continuous program to review utilization of services
whereby the necessity for admission and the continued stay
of each patient in such institution is periodically evaluated.
Section 110 of the enrolled bill would amend this section
to substitute for individual review, in the State's
discretion, a program under which samples of admissions
are reviewed in order to evaluate patterms of care. Only
if the patterns of care warrant it would the State be
obligated to undertake more extensive review.

The amendment would be effective beginning with the
month that begins not less than 90 days after the enrolled
bill's enactment.

Consent by States to certain suits

Section 111 of the enrolled bill womld require a State
to consent to suit by a Medicaid providexr in Federal court
for payment of the provider's claims against the State for
payment for inpatient hospital services rendered by the



provider to Medicaid beneficiaries after June 30, 1975.

In the case of a State that fails to consent, its Medicaid
reimbursement with respect to quarters beginning with the
first calendar quarter in 1976 would be reduced by 10 percent.

Providers may now sue for injunctive relief in Federal
courts; money damages are barred, however, by the 1lth
Amendment to the Constitution, which provides that a State
may not be sued in Federal court without its consent.

Because the Federal Government would often be a necessary
party in such suits, but is not amenable to suit in State
court, the provider has also been unable to sue the State
for money claims in State court.

Utilization review activities

In the case of hospital-provided health services to
patients entitled to have payment for those services made
under part A Medicare, Medicaid, or the Maternal and Child
Health and Crippled Children's Services program, section 112
of the enrolled bill would deem utilization review by a ,
Professional Standards Review Organization to be undertaken
under an arrangement with the hospital. The arrangement
would obligate the hospital to pay the PSRO its reasonable
cost for that review, as that cost is determined under
regulations of the Secretary. -

In any case in which such an arrangement is deemed to
have occurred, no part A Medicare payments would be made
to a hospital-provider unless the hospital has paid the
PSRO the amount due for the conduct of the utilization
review activities, or provided the Secretary with satisfactory
assurance that the amount due will be promptly paid from
the proceeds of the hospital's part A claim.

The costs of the review would be charged to the patients
affected, rather than apportioned among all patients of the
hospital. : -

The provision is apparently intended to overcome a
departmental policy. Section 1168 of the Social Security Act
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now provides that expenses incurred in the administration

of part B of title XI, Professional Standards Review,

"shall be payable” from the Fedeiral Hospital Insurance

Trust Fund, the Federal Supplementary Medical Insurance
Trust Fund, and funds appropriated to carry out the health
care provisions of the several titles of the Act. No

special appropriation authority is required. The Department
has nevertheless budgeted for PSRO expenses under

section 201(g) (1) of the Act and limited its support of

"PSRO's to these budgeted, congressionally approved amounts.

The amounts are insufficient to pay for direct PSRO
utilization review. The effect of section 112 will be

to neutralize this policy by assuring PSRO reimbursement

for its direct review costs by the hospital, and hospital
reimbursement through charges to patients reimbursable under
Medicare, Medicaid, or title V.

The section would bar a hospital from apportioning the
costs of a PSRO-conducted review to patients not affected
by it, but would amend section 1168 to require the Secretary
to make appropriate adjustments among the trust funds and
appropriated funds so as to effect a proper apportionment

of these PSRO costs.

Section 112 would be effective with respect to utilization
reviews conducted on and after the first day of the first
month which begins more than 30 days after the date of
enactment of this Act.

Titles II and III of the bill are not described because -
they are not administered by this Department and would not
directly affect its programmatic interests. '
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Provisions with Costs or Savings in H.R. 10284 , o

The following sets forth the costs or savings associated with provisions
of H.R, 10284:

Section 101 Prevailing Charge Level for FY 1976.

The Department is . budgeting $100 million in savings from the
regulations. This provision would reduce the savings by $35 million.
There would virtually be no impact in FY 1977,

Section 104 Technical Amendment Relating to Part B Premium Determinations.

iEnactment of H. R 10284 before January 1, 1976, would provide the

following income from premiums, and would result in comparable reductions
- for appropriations from general revenues for Supplementary Medical
Insurance-

. Fiscal Years
TQ ' 1977 1978 '«1979 1980 1981

$36m  $184 m $329 m  $456 m $588 m $725 m

-

Section 107 Grants for Certain Experiments and Demonstration Projects

The funding for this 28-month long project which we have been planning
with the State of California has been anticipated and a differential
premium was anticipated as of July 1, 1975, The bill enables the
Department to meet costs from July 1 to the expected formal approval
date of February 1, 1976, despite the delay in approval of the project.
These costs are $930,000 or 7/12ths of the full first year costs of
$1.6 million. There would be no added costs from this bill in FY 1977.

Section 112 Utilization Review Activities

This provision is not expected to have any added cost impact in FY 1976
because of the time required to publish regulations and establish
administrative mechanisms.

The Department estimates full P.S.R.0. implementation to cost $156 '
million in FY 1977, or $69 million more than the 1977 allowance. The
bill, by providing P.S.R.0. funding for non-delegated review through
providers could result in a $156 million program.

However, part of this increase over the budget would be offset by

already budgeted Medicare and Medicaid expenditures for institutional’
utilization review costs. We are unable to make an accurate estimate

of the new costs to the Medicare and Medicaid programs but they would

be relatively small in terms of the total benefit payments. When -

fully implemented we expect P.S.R.0.'s to cost about $200 million in
current dollars (assuming a cost of $12 per review). (iven the current
rate of development we expect this bill to result in overall pgro-related
costs of $156 million in FY 1977.



UNITED STATES CIVIL SERVICE COMMISSION
WASHINGTON, D.C. 20415

CHAIRMAN December 2’4, 1975

Honorable James T. Lynn

Director, Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for
Legislative Reference

Dear Mr. Lynn:

This is in reply to your request for the Commission's views on enrolled
bill, H.R. 10284, "To amend title XVIII of the Social Security Act, and
for other purposes."

Enactment of one section of the enrolled bill =~ section 103 -- is of
critical importance to the continued economic and orderly operation of

the Federal Employees Health Benefits Program (5 U.S.C., ch. 89). Section
103 repeals section 1862(c) of the Social Security Act. This section

of the Social Security Act mandates that the method of coordinating Federal
Employees Health Benefits coverage with Medicare coverage be changed in

a manner requiring legislation, which has not been enacted, as a condition
of Medicare's continuing to pay benefits for expenses incurred on or after
January 1, 1976, for any item or service that is covered under the Federal
Employees Health Benefits program. (Currently, Medicare pays hospital

and medical claims first, and FEHB plans provide additional benefits up

to 1007 of covered expenses.)

The mandated coordination has not been effected, and cannot be before
January 1, 1976. As a result, if the mandate is not removed by enactment
of the enrolled bill, all persons who have Medicare and low option Federal
employee plans (which together now generally provide full protection)

will need to change to substantially more costly high options to assure
themselves maximum health insurance protection. In addition, higher pre-
mium rates entailing higher government contributions will generally be
required for Federal employee plans.



The Commission has no official concern with the other provisions in the
enrolled bill. Because of our concern with section 103 and its critical
importance we recommend that the President promptly sign the enrolled
enactment,

By direction of the Commission:

/Sit)xcerely yours,
|




DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY
WASHINGTON, D. C. 20250

December < 4, 1975

Honorable James T. Lynn, Director
Office of Management and Budget
Washington, D. C. 20503

Dear Mr. Lynn:

This is in reply to your request for a report on the
enrolled enactment H. R, 10284, a bill which includes
an amendment to the Food Stamp Act of 1964.

The Department has no objection to the President's
approval of the provision of the bill concerning the
Food Stamp Program. The Department defers to the
Department of Health, Education, and Welfare on the
other provisions of the bill since they concern
programs under that Department's jurisdictionm.

Section 201 of H. R. 10284 would delay until October 1,
1976, implementation of the provision in the Food Stamp
Act mandating States to establish Public Assistance
Withholding (PAW) systems. PAW is a system whereby
public assistance recipients may have the purchase
price for food stamps automatically withheld from

their welfare checks. The food coupons are then
distributed directly to the household.

The delay authorized by H. R. 10284 will greatly assist
the States which have not yet fully implemented PAW
and, at the same time, will give Congress the necessary
time to decide whether PAW systems should be mandatory
or optional.

There will be little or no change in current program
cost as a rvesult of the food stamp provision in

H. R. 10284 since the effect of the provision is to
maintain the status quo for another nine months.

In summary, as a interim measure, we do not object to
the enactment of the food stamp provision in
H. R. 10284,

Sincerely,

ﬂ J
John A. Knebe

Under Secretary
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ASSISTANT ATTORNEY GENERAL
LEGISLATIVE AFFAIRS

Bepartment of Justice
Washington, B.C. 20530

December 24, 1975

Honorable James T. Lynn

Director, Office of Management
and Budget

Washington, D. C. 20503

Dear Mr. Lynn:

In compliance with your request, I have examined
a facsimile of the enrolled bill, H.R. 10284, "To amend
Title XVIII of the Social Security Act, and for other
purposes.”

We have no comment on the substantive issue of
the effect of these amendments on existing federal sta-
tutes, and take no position with respect to the advisa-
bility of the legislation. As we view this legislation,
it would not appear to have any substantive impact on
the activities of the Justice Department.

The Department of Justice defers to those agencies
more directly concerned with the subject matter of the
bill as to whether it should receive Executive approval.
Sincerely,

/Z/ -/ ; é%ﬁ 7

MICHAEL M., UHIMANN
Assistant Attorney General




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503
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MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill H.R. 10284 - Medicare Amendments

Sponsor - Rep. Rostenkowski (D) Illinois and
12 others

Last Day for Action

January 2, 1976 - Friday (Action is urged no later than
Wednesday, December 31, 1975 because of timing involved in
several amendments, as explained below)

PurEose

Amends the Medicare and Professional Standards Review
Organization (PSRO) programs; authorizes States to modify
procedures for issuing food stamps to welfare families;
includes a tax rider relating to certain irrigation dams.

Agency Recommendations

Office of Management and Budget Approval

Department of Health, Education,

and Welfare Approval
Civil Service Commission Approval
Department of Agriculture No objection
Department of the Treasury No objection {Iulc~-11+)
Department of Justice Defers to other

agencies

Discussion

H.R. 10284 would make numerous amendments to the Medicare and
PSRO programs. It also contains two amendments unrelated to
health--one deals with the issuance of food stamps to families
receiving welfare benefits and the other is a tax amendment
relating to the exemption of interest on certain irrigation
dam bonds. Most of the fourteen amendments contained in

H.R. 10284 were added to the bill in "Christmas tree" fashion
during the final days of the lst session, 94th Congress. The

Attached document was not scanned because it is duplicated elsewhere in the document



THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON LOG NO.:
Date: Deeember 29 Time: 1000am
FOR ACTION: Sarah Massengale?: o 32k Hon):
i Max Friederdderf #A— Plrfor Intmentet Jack Marsh
Ken Lazarus #«~ Jim Cavanaugh

Bill Seidman 44

FROM THE STAFF SECRETARY

DUE: Date: December 29 Time: 6:00pm

SUBJECT:
H.R. 10284 - Medicare Amendments

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Draft Reply

Prepare Agenda and Brief

* For Your Commments — Draft Remarks

REMARKS:
Please return to Judy Johnston, Ground Floor West Wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a

delay in submitting the reguired material, please K. R. COLE, JR.
telephone the Staff Sccietary imanediately. For the President

e e s s S bcichusainidonnd L
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DEC 2 12p
THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON L,OG NO.: 1550
Date: December 29 Time: 1000am

. Sarah Massengale . sa
FOR ACTION: el e cc (for information): Jack Marsh

. Ken us ‘ - . Jim Cavanaugh -

b 1 Seidman Warren Hendriks
FROM THE STAFT SECRETARY
DUE: Date: December 29 Time: S500pn

SUBJECT: .
H.R. 10284 - Medicare Amendments

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Prepare Agenda and Brief Draft Reply

Draft Remarks

For Your Comments

REMARKS:
Please return to Judy Johnston, Ground Floor West Wing

BT e
Lt T |

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submiiting the required material, please : ToeT
telephone the Staff Secretary immediately. . e it



THE WHITE HOUSE

WASHINGTON

December 30, 1975

MEMORANDUM FOR: JIM CAVANAUGH
FROM: MAX L. FRIEDERSDORF /w é
SUBJECT : H.R. 10284 - Medicare Amendments

The Office of Legislative Affairs concurs with the agencies

that the subjeet bill be signed.

Attachments
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’ THE WHITE HOTUSE ’
ACTION MEMORANDUM WASHINGTON LOG NO.: 1550

Date: December 29 Time: 1000am
R ACTION: Sarah Massengale cc (for inf fion):
FOR ACTION Max Friedersdorf ¢ (for information) Jack Marsh
Ken Lazarus . Jim Cavanaugh
Bill Seidman Warren Hendriks

FROM THE STAFF SECRETARY

DUE: Date: December%%() Time: 6:00pm

SURBIECT:
H.R. 10284 - Medicare Amendments

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Prepare Agenda and Brief Draft Reply

Draft Remarks

For Your Cornments

REMARXKS: }
Please return to Judy Johnston, Ground Floor West Wing

No objection., -- Ken Lazarus 12/30/75

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting the required muaterial, please
telephone the Staff Secretary immediately.



Calendar No. 528

941 CONGRESS } SENATE { Rerorr
1st Session No. 94549

AMENDING TITLE XVIII OF THE SOCIAL SECURITY ACT

Decemeer 12, 1975.—Ordered to be printed

Mr. Long, from the Committee on Finance,
submitted the following

REPORT

[To accompany H.R. 10284}

The Committes on Finance, to which was referred the bill (H.R.
10284) to amend title X VIII of the Social Security Act to assure that
the prevailing fees recognized by medicare for fiscal year 1976 are
not less than those for fiscal year 1975, to extend for 3 years the
existing authority of the Secretary of Health, Education, and Welfare
to grant temporary waivers of nursing staff requirements for small
hospitals in rural areas, to maintain the present system of coordina-
tion of the medicare and Federal employees’ health benefit programs,
and to correct a technical error in the Jaw that prevents increases in
the medicare part B premiums, having considered the same, report
favorably thereon with amendments and recommend that the bill as
amended do pass. '

1. Scamary oF THE Bion

H.R. 10284 as passed by the House contained provisions relating
to prevailing charges, nursing requirements in rural hospitals, the
relationship between medicare and the Federal employee health pro-
gram, and the medicare part B premium. The committee amendment
incorporates these provisions, with some modifications, and adds a
number of new provisions.

PREVAILING CHARGE DETERMINATIONS UNDER MEDICARE

Due to the late issuance of regulations implementing the provision
in law intended to limit increases in physicians’ prevailing fees from
year-to-year, some physicians’ fees have unintentionally been rolled
back to a point below their previous level. The first provision of the
House bill would assure that no prevailing charge in fiscal year 1976
is less than it was in fiscal year 1975. The committee amendment modi-

57-010
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fies the House provision to indicate that, in calculating the index by
which physicians’ prevailing fees can increase, the Department should
include, to the extent feasible, factors related to any increases in costs
of malpractice insurance and that index calculations should be pre-
pared on a regional rather than a national basis.

WAIVER OF 24-HOUR NURSING REQUIREMENTS FOR CERTAIN RURAL
HOSPITALS

The second provision of the House bill extends for 3 years (until
December 31, 1978) the Secretary’s authority to grant temporary
waivers of nursing staff requirements in hospitals located in areas
where nurses are in short supply and other hospitals are not readily
accessible. The committee amendment provides instead for a 1-year
extension of the waiver authority.

RELATIONSHIP BETWEEN MEDICARE AND FEDERAL EMPLOYEES HEALTH
BENEFIT PROGRAM

The House bill would repeal a provision of Public Law 92-603
which provides that, unless the Federal employees’ health program
were rewritten to provide supplementary benefits to those older or
retired Federal employees who also have medicare eligibility, the medi-
care program would no longer serve as the primary payer of benefits.
The eommittee amendment incorporates this change, so that the medi-
care program would continue as the primary payer of benefits with-
out requiring any change in the Federal employees’ program.

MEDICARE PART B PREMIUM

The fourth provision of the House bill, included in the committee
amendment, would correct a drafting error in Public Law 93-233
which, in modifying the social security cash benefit provision, had un-
intentionally failed to make corresponding changes allowing for
annual changes in the part B medicare premium. The provision would
correct this drafting error and permit adjustments in part B premiums
on July 1, 1976 and in future years at rates no greater than the per-
centage rate of increase in cash social security benefits.

In addition, the committee amendment includes the new provisions
described below.

PROFESSIONAL STANDING REVIEW ORGANIZATIONS (PSRO)
AREA DESIGNATIONS

The committee amendment provides that in those States (1) which
have been divided into more than one PSRO area, and (2) in which
no conditional PSRO’s have been designated, the Secretary would poll
the physicians in each designated area as to their preference for a
local or statewide PSRO. If a majority of physicians 1n each currently
designated PSRO area in that State approved a statewide PSRO, the
Secretary would redesignate that State as a single area.

PSRO DIRECT UTILIZATION REVIEW ACTIVITIES

The committee amendment also contains a provision aimed at equal-
izing the reimbursement for utilization review activities where they
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are carried out by a hospital under delegation from a PSRO or by the
PSRO itself. Under current law, utilization review expenditures are
reimbursable by medicare for delegated review. Under this provision,
utilization review expenses of the PSRO in carrying out nondelegated
review would also be reimbursable through medicare benefit payments.

MEDICARE PAYMENTS TO VETERANS’ ADMINISTRATION HOSPITALS IN CASE
OF “GOOD FAITH” ERROR

Under this committee provision, the medicare program would be
authorized to pay for care rendered to a medicare-eligible patient in a
Veterans’ Administration hospital if the patient had entered the hos-
pital and the hospital had accepted the patient under the belief that he
was eligible for veterans’ benegts, and 1t was later determined that he
was not eligible.

UPDATING OF THE LIFE SAFETY CODE REQUIREMENTS APPLICABLE TO
SKILLED NURSING FACILITIES

‘The next committee provision would update the current require-
ments for skilled nursing facilities under the medicare and medicaid
programs by replacing the current requirement that such facilities
meet the provisions of the 1967 Life Safety Code with a requirement
that they meet the conditions of the 1973 edition of the code. The pro-
vision would also assure that facilities currently qualified under the
1967 code, or State codes which are approved by the Secretary, would
not lose their eligibility for participation in the programs.

GRANTS TO DEMONSTRATE APPROPRIATE MECHANISMS FOR CAPITATION -
PAYMENTS ' S )

Another committee provision would remove a technical barrier to
the Secretary’s approval of a grant to the Sacramento Medical Care
Foundation which is aimed at obtaining data to assist the Department
in developing appropriate reimbursement mechanisms for health
maintenance organizations.

OCCUPATIONAL THERAPY UNDER MEDICARE

The committee amendment includes a provision to expand coverage
of occupational therapy services under the medicare program to cover
such services when they are provided through clinics, rehabilitation

ncies and other organized settings. The provision also allows pa-
tients to qualify for home health services on the basis of a need
for occupational therapy services alone.

FOOD STAMP PURCHASES BY WELFARE RECIPIENTS

Another provision of the committee amendment to FL.R. 10284 re-
lates to food stamps. Agriculture Department regulations scheduled
to go into effect in January 1976 will require welfare agencies in all
States to allow recipients of Aid to Families with Dependent Children
(AFDC) to purchase food stamps through a withholding procedure.
The price of the stamps would be deducted from the AFDC check
and the stamps themselves would be mailed with the check. Current
law requires the Department to impose this procedure on the States
on a mandatory basis even though a significant number of States
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believe that the adoption of this procedure will create severe problems
of administration. The committee amendment will allow each State to
decide whether or not to use this method of distributing food stamps
to welfare recipients.

II. General Expranvarion oF Tog Biow
PREVAILING CHARGY DETERMINATIONS UNDER MEDICARE
(Section 1 of the Bill)

“The committee concurs in the House provision to avoid any rollback
in altowable medicare fees which have occurred in fiscal year 1976. In
addition, the committee is concerned that the administrative policies
that HEW has adopted to carry out the economic index provisions do
not conform to the legislative Intent and result in reasonable charge
ceilings which may unfairly benefit individuals in some areas while
disadvantaging otﬁers. The legislative history of the 1972 arzlend—
ments clearly intended that indexes be calculated separately for “areas
of a size and nature permitting proper calculation and determination
of the types required to adjust prevailing change levels.” The objec-
tive of requiring at least regional indices was to assure that changes in
office practice costs (including malpractice premiums) and general
earnings levels that take place in varying areas, be reflected in the
ceilings placed by the index or increases in physicians’ allowable fees.

Nevertheless, {IEW regulations provide for the establishment of a
single, national index applicable to all physicians. Therefore, the com-
mittes has included in the bill a provision requiring the Secretary of
HEW to submit a report to the Finance Committee and to the House
Committee on Ways and Means explaining why it has not complied
with the legislative intent by establishing separate indices on other
than a national basis (oerta,inl{ in at least 10 regions) and the steps
that the Department is presently taking to conform to the legislative
intent. If necessary, the committee would expect the Department to
include in its report any recommendations 4s to remedial legislation
which might be necessary to further implement con ional intent
with respect to this provision. The report would be due 90 days after

he date of enactment, - o .
¢ The committee has also noted that HEW has based the earnings com-
ponent of the index on changes in the ea,rnm%f of production and non-
supervisory workers. The committee expects that social security data be
used to measure changes in general earnings levels because social se-
curity covers substantially all wage earners and self-employed people.
The choice of the more limited data by HEW makes the index non-
representative of the earnings level of the general population. The
report from the Secretary of HEW will also exglam its choice of data
on earnings and the steps it is taking to make the data base more

representative.

EXTENSION OF AUTHORITY TO WAIVE 24-HOUR NURSING SERVICE
REQUIREMENTS FOR CERTAIN RURAL HOSPITALS

(Section 2 of the Bill)

In order to participate in the medicare program, providers and
suppliers of health services must comply with specific requirements
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set forth in the statute and with other conditions pertaining to the
health and safety of medicare beneficiaries which the Secretary
of Health, Education, and Welfare is authorized, by statute, to
prescribe.

According to policy established by the Social Security Administra-
tion, a hospital is certified for participation in medicare if it meets
all of the statutory requirements and 1s in “substantial” compliance
with all regulatory requirements. Thus, while an institution may be
deficient with respect to one or more regulatory requirements, it still
may be found to be in substantial compliance, if the deficiencies do
not represent a hazard to patient health and safety, and efforts are
being made to correct the deficiencies.

In recognition of the fact that there is a need to assure continuing
availability of medicare-covered institutional care in rural areas
(many of which have only one hospital) without jeopardizing the
health and safety of patients, the Social Security Administration fol-
lows the approach of certifying “access” hospitals which, to the extent
they are capable have succeeded in overcoming deficiencies. Access
hospitals are those located in isolated areas or in areas with insuffi-
cient facilities, the failure of which to approve for medicare reimburse-
ment would seriously limit the access of beneficiaries to needed in-
patient care.

However, during the 91st Congress, it became apparent that several
hundred rural hospitals, despite proper efforts were unable to secure
required nursing personnel and were thus unable to meet the statutory
requirement for 24-hour registered nurse coverage.

To deal with the dilemma created by the need to assure the avail-
ability of hospital services of adequate quality in rural areas and the
fact that existing shortages of qualified nursing personnel were mak-
ing it difficult for several hundred rural hospitals to meet the nursing
staff requirements and come into compliance with the law, legislation
(H.R. 19470, Public Law 91-690) was enacted to authorize the Secre-
tary of HEW, under certain conditions, to waive the requirement that
an access hospital have registered professional nurses on duty around
the clock.

Under this amendment, the Secretary is given the authority, until
December 31, 1975, to waive the nursing requirement if he finds that:

(&) the hospital is located in a rural area and the supply of
hospital services in the area is not sufficient to meet the needs of

. medicare beneficiaries residing therein;

(b) the failure of the institution to qualify as a hospital would
seriously reduce the availability of services to beneficiaries; and

(¢) the hospital has made and continues to make a good faith
effort to comply with the nurse staffing requirement, but compli-
ance is impeded by the lack of qualified nursing personnel in the
area.

While the Fouse report notes that there has been considerable
progress in reducing the number of “waivered” hospitals (presently
90), there are approximately 40 additional rural hospitals, while able
to meet the statutory nurse staffing requirement, have maijor regula-
tory deficiencies. Such hospitals are also certified as “access” hospitals.

Based upon 2 1974 study funded by the Department of Health, Edu-
cation, and Welfare, besides those formally identified access hospitals,
there are approximately another 400 rural hospitals with essentially
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the same attributes, which have managed to meet certification require-
ments either throug"h extraordinary efforts by the hospital or through
Jenient application of standards by the medicare surveyors. .

Further, with respect to the specific problem of nurse stafling, there
are indications in some States of licensure requirements which may
tend to restrict the flow of nurses into shortage areas. “Fog examgle, in
one State, where approximately 50 percent of the waivered” hos-
pitals are located, the requirements for nurse licensure include, among
other things, graduation from an accredited program In professional
nursing of at least 2 calendar years in length. It is important to note
that, of the 574 accredited associate degree programs in the United
States, 486 are programs of 2 academic years. Accordingly, the State
is able to draw from less than 20 percent of the schools which offer
associate degrees in nursing. It appears inconsistent to the committee
for a State with an identified nurse shortage to have, at the same
time, what may be questionable licensure barriers against increasing
the supply of nurses, i o .

In the opinion of the committee, the inability to attract qualified
nursing personnel is only one of several problems facing rural hos-
pitals in providing health care services. Accordingly, the committee
feels that there should be a review of all the conditions of participa-
tion imposed upon rural hospitals, as well as barriers to the flow of
nurses into shortage areas. )

Tnasmuch as the Department of HEW completed an in-depth study
of access hospitals in June, 1974, the committee feels that a further
study as requested in the House report is unnecessary at this time, and
that a 3-year extension of the waiver authority as provided for in the
bill would serve to delay a more permanent solution to the access hos-
pital problem. The committee has therefore approved a 1-year exten-
sion of the waiver authority and has asked committee staff to work
with other committees and appropriate health organizations toward
developing recommendations for legislative changes designed to
establish specific rural hospital certification requirements commensu-
rate with staff and facilities in rural areas.

" RELATIONSHIP BETWEEN MEDICARE AND FEDERAL EMPLOYEES HEALTH
BENEFITS PROGRAM

{Section 3 of the Bill)

The statute (section 1862(c) of the Social Security Act) calls for
medicare to stop making payment, as of January 1, 1976, for services
furnished to a beneficiary for which he also has coverage under the
Federal Employees’ Health Benefits (FEHB) program. The Jan-
uary 1, 1976, deadline is the result of a provision, originated by the
Committee on Ways and Means, that was included in the 1972 Social
Security Amendments (Public Law 92-603.). It was designed to focus
attention on the need to consider improved coordination of medicare
and the FEHB program.

Many Federal employees and retirees over 65 have worked long
enough in employment covered by social security to become insured
for benefits under part A of medicare. (Part B is available to everyone
over age 65 except recent immigrants.) The Civil Service Commission
estimates that by June 1976 about 258,000 FEHB enrollees, or 50
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percent, of the enrollees age 65 and over, and 150,000 dependents will
be covered by medicare part A.

At present, when a person who has such dual entitlement receives
health care, medicare acts as the primary insurer and makes payment
first for the covered services; thereafter, the FEHB plan in which the
person is enrolled makes payment, but only to the extent that medicare
has not already paid for the services covered by the FEHB plan.
Although medicare thus bears a major share of the dually entitled
person’s health care costs, the person pays the same FEHB premium
as people not entitled under medicare. ' -

_ Because of overlapping benefits, many Federal employees and re-
tirees age 65 and over have not found it advantageous to enroll in
medicare part B. As a result, they do not benefit from the general
revenue contribution (equalling more than half of the program’s cost)
which is available to all who enroll in part B,

Section 210 of Public Law 92-603 (October 30, 1972) amended title
XVIII of the Social Security Act by adding a new subsection 1862(c)
prohibiting payment by medicare, on or after January 1, 1975, for
any item or service covered by an FEHB plan in which the medicare
beneficiary was enrolled, unless prior to that date the Secretary of
HEW was able to certify that the individual FEHB plan in question
or the entire FEHB program had been modified in specified ways.
The intent of this provision was described in the report of the Com-
mittee on Ways and Means as “to assure a better coordinated rela-
tionship between the FEHB program and medicare and to assure that
Federal employees and retirees age 65 and over will eventually have
the full value of the protection offered under medicare and FEHB.”

To comply with this provision, the modifications in FEHB would
have had to assure the following : ‘

1. That one or more FEHB plans supplementing medicare protec-
tion are available to each Federal employee or retiree who is entitled
to medicare parts A or B, or both A and B, and

2. That the Government or the FEHB plan will make available to
each such individual a contribution at least equal to the contribution
the Government makes toward the high-option coverage of any en-
rollee in the Government-wide FEHB plans. This contribution could
be in the form of (a) a contribution toward the individual’s FEHB
protection supplementing medicare, or (b) a payment to offset the
premium cost of part B of medicare, or (¢) a combination of the two.

In the fall of 1974, when it became apparent that not enough prog-
ress toward coordination had been made to permit the requirements
of subsection 1862(c) to be complied with by January 1, 1975, the
effective date was extended for 1 year, to January 1, 1976, by Public
Law 93-480 (October 26, 1974). The extension was conditional uvon
submission, no later than March 1, 1975, by the Department of HEW
and the Civil Service Commission of a progress report (in the absence
of which the gﬁ':ective date would have been July 1, 1975).

The report jointly submitted by the DHEW and the CSC pursuant
to Public Law 93480 pointed out a nnmber of problems that it said
would result from efforts to comply with all the reanirements of sec-
tion 1862(c), and proposed instead an alternative plan for coordina-
tion of the medicare and FEHB programs that would require amend-
ment of both the medicare law and the FEHB Act.
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Under the proposal, an FEHB medicare supplement option would
be made available where the FEHB enrollee or a member of his family
is covered by both parts A and B of medicare. The Government would
pay 100 percent of the premium for this medicare supplement so long
as this did not exceed the maximum dollar amount the Government
pays with respect to other FEHB enrollees. For at least the first
year, the enrollee would not have to pay any premium,. The supple-
ment, together with medicare, would cover up to 100 percent of
expenses for a medicare beneficiary; for other family members, the
regular high-option benefits of the FEHB plan would be provided.

The increased cost of this proposal to the Government is estimated

for calendar year 1976 as $48 million ($39 million in increased FEHB
contributions, and $9 million in increased general revenue contribu-
tions for medicare part B which would result from increased enroll-
ment in part B by FEHB enrollees). Also, an additional $13 million in
increased premiums would be paid by nonmedicare FEHB enrollees
(their premiums would no longer reflect the reduction in FEHB
program costs that results because medicare makes payment first for
FEHB enrollees who have medicare coverage).
. The committee has carefully considered this proposal by the admin-
istration as well as an alternative suggested in a report by the Comp-
troller General on the coordination issue—that the Government
simply pay medicare part B premiums for all eligible FEHB enrollees.
(The Comptroller General’s report also suggested consideration of
continuing without change the existing system for coordinating the
benefits of the two programs.) The substantial costs of these proposals
need to be weighed against the increased benefit protection or im-
proved equity they would provide for people covered under both
FEHB and medicare.

In general, the medicare supplements provided under FEHB today
are richer than those offered to medicare beneficiaries under group
health insurance plans in private industry. The coordination methods
used by the various FEHB plans differ, but in general, after medicare
makes payment, the FEHB plan pays for the services it covers in an
amount that ordinarily will result in full coverage of most of the
charges. Usually, enrollment in the low option of an FEHB plan
(rather than the more costly high option) will achieve this result.
The CSC has been advising medicare beneficiaries, during FEHB
open enrollment periods, that low-option plans will in most cases
adequately supplement both parts of medicare at lower cost than the
high option.

Since section 1862(c) was enacted, the standard Government con-
tribution toward FEHB premiums has increased from 40 to 60 per-
cent of the total premium, and proposals have been made to increase
the Government contribution again in future years. Medicare bene-
ficiaries, as well as other FEHB enrollees, have benefited from this
increased contribution.

Although it can be argued that more generous provisions than now
exist for coordination of FEHB and medicare are merited, the com-
mittee is not convinced that equity requires the Government to sub-
stantially increase its expenditures under the two programs in an
effort to accomplish this. It should be noted that Federal employees
who have acquired medicare insured status have generally done so by

"
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spﬁttin%ltheir careers between Federal and private employment or by
moonlighting, rather than through a lifetime of work covered under
social security. Some offsetting of the benefits of one program against
the other, such as now exists, seems justified in view of the major
contributions the Government makes toward the financing of both
programs.

e committee has therefore concluded that the existing relation-
ship between the medicare and FEHB programs should be maintained.
Accordingly, the bill would repeal section 1862(c) of the Social Se-
curity Act,

MEDICARE PART B PREMIUM

(Section 4 of the Bill)

The current monthly premium charged for part B of medicare is
permanently frozen at $6.70 (the same amount as for last year) be-
cause of a technical error in the law that prevents the premium from
being increased even though the Congress clearly intended to permit
increases on July 1 of each year. The intention was to permit premium
increases corresponding with increases in program costs, but limited to
a maximum percentage increase no greater than the percentage by
which monthly social security benefits have increased during the year.

Part B of medicare—the voluntary medical insurance part of the
medicare program covering physicians’ and certain other health
services—has since its inception been financed through a combina-
tion of monthly premiums paid by heneficiaries who choose to enrolil
and matching payments from Federal general revenues. For the great
majority of beneficiaries, the medicare premium is deducted each
month grom the social security benefit check.

The amount of the premium is determined through a calculation
that begins with the cost of providing part B protection to bene-
ficiaries age 65 and over. The premium was originally designed to
equal one-%alf of this cost, but subsequent legislation enacted in 1972
limited the maximum premium inerease each year to the percentage
by which monthly social security benefits increased. (Beneficiaries
under age 65 who are covered by part B by virtue of their status as
social security disability beneficiaries or as end-stage renal disease
patients pay the same premium as the aged, even though the cost of
providing benefits to them is far greater.) .

The technical error, freezing the premium, occurred when Public
Law 93-233, enacted December 31, 1973, modified the schedule for
automatic increases in social security cash benefits, but unintentionally
failed to make corresponding changes in the provisions that relate
percentage increases in the medicare part B premium to increases in
cash benefits. Federal general revenues are used to finance whatever

art of the cost of part B is not met through premiums paid by
geneﬁciaries. So long as the premium amount remains frozen, the
proportion of part B costs financed by general revenues will continue
to rise.

The committee recognizes that many people would prefer not to
allow the part B premium to increase at a time when the elderly, as
well as others, are feeling the effects of inflation in health care costs.
Failure to increase the premium, however, results in millions of dollars
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of increased general revenue expenditures in future years. If such
amounts were to be expended, the money might better be used to pro-
vide some improvement in benefit protection,

The committee’s bill would correct the technical error in the law
by changing from June 1 to May 1 the date used in determining the
percentage increase from one year to the next in soclal security benefit
levels, to arrive at the maximum percentage by which the medicare
premium may be increased. The premium increase would be deter-
mined and promulgated in December of each year as under present
law and the increased premium would be deducted from the same
benefit check that reflects a cash benefit increase under the provisions
for automatic increases in social security benefits. Thus, as intended
by the Congress in enacting Public Law 93-233, premium increases
would not result In reducing the amount of the monthly checks re-

Because of the technical error, the monthly premium has remained
at $6.70 for the 12-month period beginning July 1, 1975, instead of
Increasing. The committee bill would not attempt to “catch up” b
permitting 2 years’ worth of benefit Increases to be reflected in the
single increase for the year beginning July 1, 1976, Instead, that
Premium increase would reflect only 1 year’s increase in social security
cash benefits. : ‘

Thus, the present $6.70 premium would go up only 50 cents on
July 1, 1976, the same date that the social security benefit checks will
be increased by reason of the automatic cost-of-living provisions in
title IT of the Social Security Act. Current estimates are that cash
social security benefits will be increased by about 7 percent forithe
checks that are mailed early in July. The minimum dollar increase
would be several times the 50-cent increase in the premium which is

deducted from the same check in which the general benefit inerease
appears, )

PROFESSIONAL STANDARDS REVIEW ORGANIZATION AREA DESIGNATIONS
(Section 5 of the Bill)

. Under present law, the Secretary of Health, Education, and Welfare
1s required to and has, in fact, designated geographic areas in the sev-
eral States as “Professional Standards Review Areas.” There are 203
such areas in the country. In more than one-half of these areas,
physician-sponsored organizations have formally contracted with the
Secretary as either designated PSRQ’s with operating responsibility
é Gte <)>rga.nizations as of this date) or planning PSRO’s (56 as of this
ate).

There are, however, & number of States in each of which multiple
PSRO areas have been desi ated, and in which no formal PSRO
relationships have been established. It is the committee’s understand-
ing that the development of PSRO’s in those States has, in large part,
been inhibited by widespread physician concern over their inability
to establish a single statewide PSRO rather than the presently re-
quired multiple PSRO’,

The committee amendment would, under certain circumstances,
eliminate the barrier to designating a single statewide PSRO area in g

-
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i i dment re-
f States where multiple areas now obtain. The amen: ;
3311?;? gl?e Secretary to conduct, as soon as possible, separate {mlls 11‘;
each of the presently designated areas of a State with multip 1? a.rgﬁ
if in no area of that State, as of the effective date of this act, has e}
Secretary designated and ent«?ired d?g; an ag(r)eemet}t :gilﬁlé aXs 0{%:1}1)1::;1
1 Professional Standar view Organization. 1
ggtlé(?,sghee Secretary has so designated f;l;u1dfe~1),t;esm=:d. into such agree
ith more than 60 organizations thus far. .
mgi‘lﬁse vgﬂ?s;gians in each p%esentl;yl'ldgmgnated 1]%031 If,tlfgsi, ge;i;mags ﬂgg
conditions described would be polled, on a confidential Asis, 85 |
illing to forego the local designation in favor of a
;ﬁgglv{;g:g};?r}éaw?[?ig;mhgpmsentﬁf designa,tet.idlo?l area t% ma;t(})lxgtjq_} gi
icians i tewide designation, then
the physicians responding opt for the sta N the
: 3 te and consolidate the multi
Secretary would be required to redesigna d c he m
i 1 . Thus, if a majority of the physicians
ple areas into a statewide area » I & majority of the physicians
elect a change in every presently designated lo , ate,
4 de designation. If, however, a
Secretary would follow up with statewi L0 n. T howerer, o
jori icians in an area elect to retain the local designa
Eigigg gfegélrﬁsinm:ltiple area designations in that State would con-

tinue.
PSRO DIRECT UTILIZATION REVIEW ACTIVITIES

(Section 6 of the Bill)

bli 92-603 established Professional Standards Review
O%ﬁ%ﬁ;ﬁ%ﬁ:v( PSRO’s) throughout the country. These org?imz?g:};o?es_,
consisting of practicing physicians in an area, are chs‘,agcé Wé e
viewing t%xe quality and necessity of health services provided under t
i icaid programs. e .

mgrdflzatl'gsaﬁd()}:eg?; lgigchgge their review responsibilities with re-
spect to hospitals in two ways: first, they can delegati }fha;)rsligg)le;;
responsibilities to hospital review committees where the ‘0 Is
satisfied as to the capacity of the hospital to conduct pmi}?bilit
view (in which case the PSRO is charged with the fequm] il m{
Imittae) § alteraatively. the PERO's oah suvey ot the raviow achivioios

i ; alternatively, the s can : 7 activ
gﬁ%ﬁ?})n: own in thoéye’ cases and, to the extent that a hé)%%)étal 3%1(;)1]1;1;
cannot conduct satisfactory review or chooses that the P per

e review for it. . o
th'[}'nder present law, where }t;,he PStROfd(zl};e,g‘;at::‘gzge:rzes&?fg‘%‘lslgg

a hospital committee, the costs o a g ) I

?ﬁrough ﬁedicare and Medicaid benefit payments to the hosp}l{t&l sélx;e
these costs are considered a part of the hospital benefit, cost. L O;’VSR 0,
where the PSRO does not, delegate review to a_hospital, t eb SRC
must bear the cost of the review out of its own admlnlgtmf_lvqteg %?1 3

Since PSRO administrative budgets are often quite muh ) the
PSRO’s in effect have an incentive to delegate review so that t Eg er-
not have to bear the cost—conversely, they have a dlsmcen_tl:e pie-
form review directly. The result of this may be inappropriate ;)1‘81;11
mature delegations of review am;th&:my to hospitals which are not really

t or willing to carry out the review, )

co}i?}}l)eet::)lm?nittee avxgnendmegt; would allow the medicare begleﬁé. tI‘ll;lSt
fund to pay not only for delegated review to the hospitals, ult 0 also
pay the PSRO through the hospital for nondelegated hospital review.



12

This would equalize reimbursement treatment of review activities, The
payment in the case of nondelegated review would flow from the hos-
pital to the PSRO following billing by the PSRO on a prospective
or retroactive basis with the hospital then fully reimbursed for the
total amount of the charge (without any requirement of allocation)
by the intermediary for such payments under guidelines established
by the Bureaus of Health Insurance and Quality Assurance defining
the amount and circumstances of such charges. The Federal agencies,
and not the hospitals or intermediaries, would be responsible for as-
suring the appropriateness and reasonableness of PSRO charges for
direct utilization review.

Further the committee anticipates that in order to completely elimi-
nate any financial incentive either for or against the delegation of
review responsibility and authority by a PSRO to a hospital, existing
medicare policies of the Bureau of Health Insurance will be modified
to provide that a separate cost center be established by a hospital to
clearly identify the reasonable costs of required review activities. It is
expected that for medicare and medicaid reimbursement purposes
(whether such review be conducted under a delegation by a PSRO to a
hospital review committee, or directly by the PSRO), 100 pereent of
the reasonable costs incurred in the reasonable review of medicare,
medicaid, and material and child health patients admitted to the hos-
pitals concerned shall be recognized as a direct cost of such programs
without requirement of any apportionment of the review costs among
patients of the institution for whom such costs had not been incurred.

. Of course, in the case of the costs of any review and related activi-
ties which have customarily been undertaken as a routine aspect of
medical staff privileges in a hospital any costs for such work (such as
that of hospital tissue and formulary "committees, etc.) are not in-
tended to be compensated on other than an apportionment basis.

This amendment also provides for the transfer of funds for medicaid
appropriations to the medicare trust fund to reimburse the trust fund
foi ) fl;nds expended for PSRO nondelegated review of medicaid
patients. : :

MEDICARE PAYMENTS TO VETERANS’ ADMINISTRATION IOSPITALS IN CASE OF
“GoOD FAITH” ERROR

(Section 7 of the Bill)

Under present law, payments may not be made under part A of
medicare to any Federal provider of services, such as a Veterans’ Ad-
ministration hospital, where such institution 18 otherwise obligated by
lawto render care at public expense,

The committee has had its attention called to circumstances in which
an individual, entitled to part A benefits, was admitted to a veterans’
hospital with both the hospital and the beneficiary believing the pa-
tlent was eligible for such care and was subsequently found to be in-
eligible for care as a veteran. Following such a determination, the Vet-
erans’ Administration is required, by law, to recover the costs of such
care from the patient .(or his estate, if the patient is deceased).

The committee amendment would permit payment by the medicare

certain circumstances, Payment may be made only when (1) the bene-
ficiary is admitted to the VA facility in the reasonable beliof that he
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is enti have service furnished to him by the VA free of charge;
i(séinigxgeailzﬁoﬁties of such hospital and the beneficiary acted in goo%
faith in making such admission; (3) that the beneficiary is, in fact, no
entitled to care in the facility free of charge; and (4) the carefv:ﬁs
rovided while those operating the facility remained unaware o 'i
fact that the individual was not eligible for VA benefit or before i
was medically feasible to arrange a transfer or discharge. N )
Payment for services would be in an amount equal to the ¢ a;‘g(i» im-
posed by the Veterans’ Administration for such services, or (if efssl)
reasonable costs for such services (as estimated by the Secretary fo -
lowing consultation with the Chief Medical Director of the Veterans

Administration).

VUPDATING OF THE LIFE SAFETY CODE REQUIREMENTS APPLICABLE TO
: SKILLED NURSING FACILITIES

(Section 8 of the Bill)

j resent law, skilled nursing facilities participating in the
mgii% gnd medicare programs must meet such provisions of td}{e
Life Safety Code of the National Fire Protection Association (21st edi-
tion, 1967) as are applicable to nursing homes. The committee amend-
ment would update medicare and medicaid requirements by delet-
ing the reference to the 1967 edition of the Code and adding the 19’{' 3
edition. The amendment would also assure that facilities currently
qualified under the 1967 Code or State codes which are agproved by
the Secretary, would not lose their certification status due to any
changes in requirements imposed by the 1973 edition of the Code. ’

GRANTS TO DEMONSTRATE APPROPRIATE MECHANISMS FOR CAPITATION
PAYMENTS

(Section 9 of the Bill)

nder present law the various State medicaid programs can make
ca%tg;ilt;lf) payments to Health Maintenance Organizations (HMO’s)
wﬁ)ioh contract in advance to provide services to enrolled medicaid re-
cipients. The use of this type of arrangement has occurred most preva-
lently in the State of California. ) ’ )
I Qv{;r recent years, audits by the General Accounting Office and ex-
tensive investigative activities by the Senate’s Government Operations
Committee have shown that the basis on which payments have been
made to these organizations is not necessarily reasonable, Officials of
the State of California have agreed with this judgment and have ap-
plied to the Department of Health, Education, and Welfare for a grant
in order to support a program to develop appropriate mechanisms t’o
measure the true cost of providing health care services through HMO’s
and to measure the quality of services so provided. The results of this
HEW-grant-supported project would be used to structure a reasonable
payment mechanism for HMO’s in California and other States.
One key aspect of the project for which HEW grant support has
been sought would include measuring the costs of providing care in an
individual practice association—a type of HMO which, while receiv-
ing prepaid capitation payment from the State, would continue to pay
its member physicians on a fee-for-service basis.
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State officials maintain that cost data from this type of HMO is
essential to any valid study.

There is one large-scale operating independent practice association
in the State, the Sacramento Foundation for Medical Care. This foun-
dation involves over 800 physicians and 20 hospitals and is providing
prepaid health services to more than 36,000 medicaid enrollees. Be-
cause of an unalterable fixed payment rate set by State law, the State
has been unable to pay the foundation an amount fully equal to the
costs of providing care for the medicaid enrollees. However, State of-
ficials want to pay the foundation a rate sufficient to cover its costs so
that it can continue to operate and so that its unique costs data can be
used as a part of the overall study.

A problem has arisen in that the General Counsel of HEW has
ruled that the section of the social security law which authorizes cost
and quality evaluation studies does not allow for any funding of costs
already incurred for providing patient care.

This provision would clarify existing law and congressional intent
s0 as to specifically allow in this case for the payment of such retroac-
tive costs where these payments are necessary to assure that the in-
dividual practice association can continue in a study, carried out by a
ISﬁafg agency aimed at developing a rate setting methodology for

s.

The total grant from HEW to the State of California would call
for payments of approximately $5.2 million. Of this amount, approxi-
mately $1.6 million will be used for conducting the rate setting experi-
ment with the foundation and approximately $700,000 of this $1.6
million will be used to reimburse the foundation for health services
provided from July 1 to December 31, 1975,

OCCUPATIONAL THERAPY UNDER MEDICARE
(Section 10 of the Bill)

Under present law, occupational therapy services are covered under
part A when provided to medicare beneficiaries who are inpatients in
medicare-approved hospitals or skilled nursing facilities. Patients re-
ceiving home health services under part A or part B are entitled to oc-
cupational therapy services only if they are receiving either intermit-
tent skilled nursing care or physical or speech therapy. In addition to
coverage as part of home health services, occupational therapy serv-
ices are covered under part B only when provided to outpatients in
medicare-approved hospitals. Occupational therapy services provided
to outpatients in a clinic, rehabilitation agency or other organized set-
ting are niot now covered.

The committee is concerned that present law treats occupational
therapy differently from physical or speech therapy on two grounds.
First, occupational therapy services are not covered when outpatient
gervices are provided through clinics and organized health settings,
although physical and speecﬁ therapy services are covered in such set-
tings. Second, patients cannot receive occupational therapy through a
home health agency unless they also require skilled nursing services,
physical therapy or speech therapy.

The committee bill, therefore, eliminates these distinctions between
occupational therapy and the other therapy groups. It expands the

-
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outpatient physical therapy and speech pathology benefit as provided
thrgu h cliIr)iigs, rehabilitgg;on agencies, and other organized settings
to include occupational therapy. Additionally, it amends the require-
ments for patients to qualify for home health services to provide that
a need for occupational therapy alone can qualify the homebound
patient for this benefit. However, the need for occupational therapy
alone would not qualify a person for the service of a home health aide.

TIn administering the occupational therapy benefit, the committee
intent is to have the Department of HEW apply the definition, guide-
lines, and criteria as to covered and noncovered occupational therapy
services ineluded in the “Skilled Nursing Facility Manual” Revision
No. 109, issued by the Social Security Administration in November,

1975.
FOOD STAMP PURCHASES BY WELFARE RECIPTENTS
(Section 201 of Title IT of the Bill)

Under a provision of Public Law 93-86, State agencies were man-
dated to withhold, at the option of the recipient, the amount of the
AFDC grant needed to purchase the recipient’s food stamp allotment
and to distribute the food stamp1§oupon allotment along with the
reduced cash grant (usually by mail). ] .

Although %anny (Statesy d{a use Public Assistance Withholding
(PAW) 1ssuance successfully, some States have found the mandatory
provisions in present law extremely difficult to implement. There is a
serious problem in the mail issuance of food stamp coupons in urban
areas where the probability of mail loss is high. Major design prob-
lems are met in attempting to coordinate State-run AFDC systems
with locally run or contracted-out food stamp issuance systems. Many
States even though they utilize computers encounter the costly problem
of computer incompatibility between the AFDC and food stamgesys-
tems. The heavy additional cost of establishing computer capability
to implement withholding or computer compa,t,ﬂmhi;{l is a financial
burden with which a num%er of States cannot cope, There is, in addi-
tion, strong opposition in some States to requiring that the public
assistance withholding (PAW) issuance program operate in all areas
of the State, .

The committes believes the problems posed by State agencies are
valid. To date, only 21 States and one jurisdiction have fully imple-
mented PAW and mail issuance program of food stamp coupons.
Eight other States have implemented the program in some of the
counties in the State. However, 21 States and 3 jurisdictions
have not implemented the PAW and mail issuance program. The
following shows the breakdown by State.

States with full implementation

Alaska, Arizona, Arkansas, Delaware, Guam, Hawaii, Idaho, Towa,
Kansas, Kentucky, Mississippi, New Mexico, North Carolina, Ohio,
Oklahoma, Oregon, South Carolina, Utah, Vermont, Virginia, Wash-
ington, and West Virginia.
States with partial implementation

California, Colorado, Indiana, Maryland, Minnesota, New York,
Texas, and Wisconsin.
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States without implementation

Alabama, Connecticut, District of Columbia, Florida, Georgia,
Illinois, Louisiana, Maine, Massachusetts, Michigan, Missouri, Mon-
tana, Nebraska, Nevada, New Hampshire, New Jersey, North Dakota,
Pennsylvania, Puerto Rico, Rhode Island, South Dakota, Tennessee,
Virgin Islands, and Wyoming.

Under current law, Agriculture Department regulations mandate
that all States offer, statewide, PAW food stamp issuance procedures
to AFDC recipients beginning January 1,1976.

In response to the problems encountered by some States, title II
of the committee bill will give States the option of offering PAW
issuance procedures. States could choose not to offer PAW procedures,
offer them statewide, or offer them only in selected areas of the
State. For those States choosing to offer PAW issuance procedures to
AFDC recipients, the administrative cost of the procedures would
continue to be governed by the Federal-State cost-sharing provisions
of the Food Stamp Act.

III. Costs or Carryine QuT THE B

In compliance with section 252(a) of the Legislative Reorganization
Act of 1970, the following statement is made relative to the costs to be
incurred in carrying out this bill.

The provision allowing the Part B premium to increase would result
in reduced general revenue outlays of $184 million in fiscal 1977,
with increased reduction each year to a reduction of $725 million in
fiscal 1981. .

The provision preventing rollbacks in physicians’ fees would cost
$37 million in fiscal 1976.

The provision broadening coverage of occupational therapy services
would have a cost of $1 million in fiscal year 1976 and $2 million per
year thereafter. '

The provision relating to food stamps will save an estimated $3
million in Federal funds in fiscal year 1976. '

The committee believes that the other provisions have either no cost
or have only a nominal cost. :

IV. Vore oF COMMITTEE IN REPORTING THE BILL i

In compliance with section 133 of the Legislative Reorganization
Act, as amended, the following statement is made relative to.the
vote of the committee on reporting the bill. This bill was ordered
favorably reported by the committee without a rollcall vote and with-
out objection.

V. Crances 1N Eximsting Law

In the opinion of the committee, it is necessary in order to expedite
the business of the Senate, to dispense with the requirements of sub-
section 4 of rule XXIX of the Standing Rules of the Senate (relating
to the showing of changes in existing law made by the bill, as
reported).

O
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MEDICARE DEADLIN E AMENDMEN TS

NoveMBER 6, 1975.—Committed to the Committee of the Whole House on the
, . State of the Union and ordered to be printed

Mr. Unnman, from the Committee on Ways and Means, -
‘ submitted the following

REPORT

[To accompany H.R. 10284]

The§Committee on Ways and Means, to whom was referred the
bill (HL.R. 10284) to amend title XVIIT of the Social Security Act to
assure that the prevailing fees recognized by medicare for fiscal
year 1976 are not less than those for fiscal year 1975, to extend for
three years the existing authority of the Secretary of Health, Educa-
tion, and Welfare to grant temporary waivers of nursing staff require-
ments for small hospitals in rural areas, to maintain the present
system of coordination of the medicare and Federal Employees’
Health Benefits programs, and to correct a technical error in the law
that prevents increases in the medicare part B premiums, having
considered the same, report favorably thereon without amendment

N

and recommend that the bill do pass. / :

I. PURPOSE AND BACKGROUND OF THE BILL:

Your committee’s Subcommittee on Health held 2 days of public
hearings on possible legislative changes in medicare during September
of this year. The hearings brought to light many problems in the
present operation of the medicare program that warrant legislative
action. Of particular and immediate importance, however, was the
tecognition of the need for your commitiee to act promptly on several
issues with critical time limitations; that is, issues on which it is
imperative that the Congress take quick action if it is golng to act
at all, The action taken by the committee on the four issues are con-
tained in your committee’s bill, H.R. 10284.
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First, the bill would eliminate an unintended result of the applica-
tion of section 224 of the Social Security Amendments of 1972 which:

requires the use of an economic index i détérmining how much. the’

prevailing fee(s) for physicians’ services.can increase from year to year.
Your committee’s bill would assure that no prevailing charge in fiscal
year 1976 would be less than it was in fiscal year 1975,

Second, the bill would extend for 3 years, from January 1, 1976,
through December 31, 1978, the present authority of the Secretary
of HEW to grant temporary waivers of ‘nursm% staff requirements
for the purpose of enabling small hospitals in rural areas where nursing
personnel are in short supply and alternative health facilities are not.
readily available to qualify under the medicare program.

Third, the bill would provide for the continuation of the present
system of coordination of the medicaré and Federdl Employees’
Health Benefits (FEHB) programs, which your committee now be-
lieves, on the basis of extensive analysis, is the most desirable of the
alternative approaches to effectively coordinate these programs.
The bill would repeal that section of the Social Security Act that would
require medicare to stop making payment, as of January 1, 1976, for
services furnished to a beneficiary who is also covered by the FEHB
program. e o

Finally, the bill would permit increases in premiums for part B of
medicare, on July 1, 1976, and in future years at rates no greater than
the rate of increase in monthly social security benefits (from which
the premiums are deducted). In doing so, the bill would correct a
technical error in existing law.

- II. GENERAL STATEMENT

A. Limits oN PrEvaiLiNG CHARGE LEVELS

Responding to concerns over the rapidly increasing expenditures
under the medicare program, your committee included several cost-
control provisions in the Social Security Amendments of 1972. One
of these provisions set a limit on increases in the reimbursement for
physicians’ services. ) : ) : L

The original 1965 medicare law provided for coverage of physicians
services under part B of title XVIII of the Social Security Act (the
supplementary medical insurance program). After the beneficiary has
incurred an initial deductible, medicare pays 80 percent of what is
determined as the ‘“‘reasonable charge” for the covered service.

Payment for the covered service is made directly to the beneficiary
unless the beneficiary assigns the right to the benefits to the physician
who furnished the service, in which case payment is sent directly to
the physician. When the physician accepts assignment, the reasonable
charge has to be accepted as the full payment—the physician agrees

to bill the patient only for the 20 percent coinsurance which medicare‘

does not pay. o

The legisf;ti_on requires that in determining the reasonable charge,
the carrier take into consideration the customary charges for similar
services generally made by the physician as well as the prevailing
charges int the locality for similar services.
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Tn 1966, very Tew health“ih;su'xjan(_:é plans routinely considered a
physician’s customary charges in their reimbursement policy. As the
carriers began to develop reasonable charge determinations, it soon

~ became evident that the policies were not consistent among' the

various carriers. This led the Social Security Administration (SSA) to

‘bring about greater uniformity in reasonable charge determination

through the jssuance of regulations-and guidelines,

* " 'The SSA interpreted it as'congressional intent that the mediéa_xje
* “reasonable charge” be the lowest of: (1) the actual charge, (2) the

customary charge of a physician for a similar service, and- (3) ‘the

prevailing charge in a locality for a similar service. -
~There were no specifics in the law or legislative history as to how

either the customsry charge or the prevailing charge was to be

~ established. Regulations in 1967 directed the carriers to consider a

physician’s customary charge for a particular service to be the median
or midpoeint of all the charges made for that service. Where evidence
showed that a physician had changed his charge for a service, the
nﬁw customary charge was to be recognized as the medicare customary
charge, .

Inherent in this procedure was a certain lag time; the regulations
required that any new customary charge be based on accumulated
evidence that the physician’s customary charge pattern had changed.
This lag time became one of the methods used to delay recognition
of increases in physicians’ fees. In 1968, SSA informally encouraged
carriers to delay at least 12 months before changing the customary
charge level. .

In 1971, SSA issued a letter to intermediaries mandating a one and
one-half year lag time. Carriers were to develop customary charge
screens based on actual charge data for all of calendar year 1970 and
use the screen for all claims received on or after July 1, 1971. This
policy was consistent with the provisions of H.R. 1 as it passed the
House in 1971.

These guidelines were the beginning of the present medicare reim-
bursement policy under which customary charge screens used during

~ a fiscal year (beginning July 1 or as soon thereafter as they can be

incorporated into the carriers’ payment systems) are based on all the

- actual charges made during the preceding calendar year. This creates

a lag of 18 months in updating customary charges.

The prevailing charge screen is, in essence, a ceiling on the customary
charges of physicians in a locality for a particular service. As in the
case of the customary charge, neither the law nor legislative history
specified how the prevailing charge was to be determined. '

Initially carriers used a variety of methods to determine the pre-

_ vailing charge. In 1968, SSA directed all carriers to use a method

which based the prevailing charge limit on the 83rd percentile of all

the customary charges of all physicians for a particular service. Under

the percentile approach, a carrier determined the amount which

covered 83 percent of all the customary charges for a service; then,

this amount became the maximum amount which could be paid—the
preveiling charge limit—even though the customary charge of a

particular physician for a particular service was higher.
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‘In the 1971 intermediary letter, the SSA directed that this 83rd

ercentile be reduced to the 75th percentile of the customary charges.
g‘his was the same letter which directed carriers to update customary
charges only every July 1 and base them on actual charges made during
the preceding calendar year. Since the prevailing charge is based
on customary charges ﬂyxere is, of course, the same 18-month lag
created for the prevailing charge. .
~ The Social Security Amendments of 1972 included several pro-
" visions designed to control the escalating costs of the medicare pro-
,gram. Among these were two provisions specifically related to the
determination of the reasonable charge for physicians’ services.
‘Although separate provisions, these were both in section 224 of the
law (Public Law 92-603). Lo .

One of the provisions embodied in the statute was the existing ad-
ministrative policy for determining the reasonable charge, the custo-
‘mary charge and the prevailing charge. The law required that the
_reasonable charge for claims submitted after December 31, 1970,
could not exceed the customary charge of the physician for similar
services or the prevailing charge for similar services in the locality.
‘The customary charges of physicians for particular services were to
_be determined at the beginning of each fiscal year based on actual
“charge data from the preceding calendar year (i.e., FY 1973 data was
to be based on calendar year 1971 actual charge data). The prevailing
. charge (limit) for each service was to be based on the 75th percentile of

all customary charges for that service in a locality. ,

The second provision limited how fast the prevailing charge can
“increase from year to year irrespective of what the 75th percentile
_amount might be. The House report expressed the rationale for tying
_increases in the reasonable charge to increases in an economie index:

Your committee believes that it is necessary to move in the
direction of an approach to reasonable charge reimbursement
that ties recognition of fee increases to appropriate economic
indexes so that the program will not merely recognize what-
ever increases in charges are established in a locality but
would limit recognition of charge increases to rates that

_economic data indicate would be fair to all concerned.

Under the provision, the prevailing charges recognized in fiscal
ear 1973 for a locality could be increased in fiscal year 1974 and in
ater years only to the extent justified by indices reflecting changes

in the operating expenses of physicians and in earnings levels. The

‘statistical methods used to calculate the limit on increases allowed
by this provision were to be established by the Secretary of HEW.

" "The base for the proposed economic index would be calendar year
1971. The increase in the index that occurs in a succeeding calendar
year would constitute the maximum allowable aggregate increase in
prevailing charges that would be recognized in the fiscal year begin-
ning after the end of that calendar year. For example, the change in

- the index for calendar year 1974 would form the basis for how much
the prevailing charge could increase July 1, 1975, over that effective
during the previous fiscal year.

The regulations to implement provisions of section 224, the economic

index, were not issued until April 14, 1975, nearly 2% years after
the provisions were enacted. HEW allowed only 30 days for interested
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parties to comment on the complex index. This short comment period
and the initial evaluations of the index generated such criticism that
the regulations were the subject of hearings held by your committee’s
Subcommittee on Health on June 12, 1975. Nevertheless, the regula-
tions were issued in final form on June 16, 1975, with no major changes.

Aside from the question of whether the design of the index is
equitable and reflects congressional intent, its application has had an
unintended and unanticipated effect. More than }iimiting increases in
prevailing charges, the index is, in some cases, causing fiscal year 1976
prevailing charges to be rolled back below fiscal year 1975 prevailing
charge levels. This means a beneficiary or a physician who was reim-
bursed $20 for an office visit in fiscal year 1975 may get only $15 in
fiscal year 1976. :

_ Preliminary results from a study by the Social Security Administra-
tion suggest that the fiscal impact of the economic index is over $100
million. (Estimates on the savings of the index made in June were
much lower—$25 million.) Of the $100 million, approximately $37
million is due to rollbacks. ,

. It should be pointed out that if HEW had not delayed so long in
implementing the regulations there would not have been any rolibacks
in prevailing charges. : '
Over the years, the rate at which physicians accept assignment
of medicare claims (and thus accept the medicare reasonable charge as
payment in full) has been steadily declining. Assignment rates (the
ercentage of claima which are gecepted) decréased from 61.5 percent
mn 1969 to 51.9 percent in 1974. Your committee is particularly con-
cerned that the rollbacks are further discouraging physicians from
accepting assigninent. :
hen a physician refuses to accept assignment, the beneficiary
must, of course, make up any difference between what medicare
reimburses as the reasonable charge and the physician’s actual charge. -
Both the number of claims and the amount of reduction has been
increasing as can be seen from the tables below:

NUMBER OF CLAIMS REDUCED !

Numbers {millions) Percentage :
1973 1974 1873 1974
Tolal claims reduced. __ooovneiii s 32.2 43.6 60.6 68.

Assigned. ... rvmmm—— - 158 2L5 '85.8 54.2

Not a&s@gd ....................................... 16,4 22.2 66.4 72.7
1 Those claims for which medicare allowed a reasonabie charge less than the actual charge of the physician.

AMOUNT OF REDUCTION OF CLAIMS

Amounts (millions) Petuent;sb

1973 1974 1973 1974

$445.5 $665.8 12.3 14.5

208.0 ER 1.9 .3

238.5 352.2 12.6 147

i ¥ - - -
Sourge:'f‘t:ua rtetly,Reports on SMI Carrier Charge Determination,” May 23, 1974, and Feb. 25, 1975.
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Clearly, the rollback will result in an even further decrease in the
assignment rate with the consequence that beneficiaries will pay an
eyen larger proportion of their medical bills out-of-pocket. .. s

.In testimony before your committee’s’ Subcommittee on Health
during the September 19 hearing, the adminisfration acknowledged
that there is indeed. a rollback but suggested that it ‘‘will not reoccur
in the future updates of prevailing charge screens.” They did not
indicate that they favor any measure to correct the existing rollback
sttuation., 1 ’

In view of the fact, however, that it was never intended that imple-
mentation of the economic index should have such an adverse effect
on beneficiaries, your committee believes that legislation is needed to
eliminate’ the rollbacks. The bill would provide that during fiscal year
1976 (when the index went into effect) no prevailing fee level for a
physician’s service would be less than the prevailing fee for the same
service in fiscal year 1975. i A :

In a case where a beneficiary or physieian has already been affected
by the rollback (i.e., he has been reimbursed in fiscal year 1976 for a
particular service at a prevailing fee level which is less than the pre-
vailing fee for the same service in fiscal year 1975), the carrier would
pay the individual the amount he is due.yl‘he payment would be made
as soon as is administratively possible, but all payments would be
made within 6 months after the date of enactment of this provision. To
make the retroactive reimbursement administratively practical, no
payment would be made on any claim where the difference between
the amount paid and the correct amount due is less than $1. .

Your eommittee believes that the problem of rollbacks in prevailing
charge levels should be dealt with as quickly as possible to modify.the
current situation. Your committee wishes to make it clear, however,
that it is holding for later consideration more substantive improve-
ments in the present method for reimbursing physicians’ services under
medicare. Of major concern is the declining assignment rate (with the
resulting increased burdens on medicare beneficiaries) and the in-
ability of beneficiaries to determine which physicians will accept as-
signment and under what circumstances. Unreasonable geographical
, (both urban-rural and regional) and specialty differences in-prevailing
charge levels also indicate that the present system lacks rationality.

B. ExtensioN oF AutHORITY T:0 WaIlvE 24-Hour NURSING SERVICE
RequireMENTS FOR CERTAIN RURAL HosPiTALs

In order to participate in the medicare program, providers and sup-
liers of health' services. must comply with specific requirements set
%)orth in the statute and with other requirements pertaining to the
health and safety of medicare beneficiaries which the Secretary of
Health, Education, and” Welfare is authorized; by the statute, to
prescribe. Among the .‘‘conditions .of .participation” for hospitals is a
requirementt that the hospital have an organized nursing d?_%r.tment
with a departmental plan delineating responsibilities and duties for
nursing personnel, witg‘ a registered nurse on duty in the hospital on
a 24-hour basis. i S : :
Avcording tq policy, established by the Social Security Admnrinistra-
tion, a hospital'is certified for participation in rhedicare if it is'in"fti
compliance (meets all the requirements of the Social Security Act

-
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and is in accordance’ with' g%l Tegulatory requirements for . partie-
ipation), "or if it is in’' “substantial”’ compliance (meets’ all "the
"st‘a.tutm%x requirements ‘a‘n%d the most important. regulatory,: con-
ditions for partidipation). Thus, while an institution may, be deficient
with respect to ome or moré standards’ of, participation, it may
still 'be’found to be in substantial compliatice, if ‘the deficiencies
do not répresent, a hazard to patjent health 'or safety, and efforts are
being made to correct deficiencies. y ey

In recognition of the fact that there is a need to assure continuing
availability - of . medicare-covered institutional care in rural areas
(many of which have only one hespital) without jéopardizing the
health and safety of patients, thé Social Security- "Administration
follows the approach of certifying’ “‘accéss” hospitals which, to the
extent they are capable, have succeeded in overcoming deficiengies.
Access hospitals are-those located in isolated areas: or ifi areas with
insufficient facilities, the failure of which to approve for medjcare
reimbursement” would seriously limit the gecess OE beneficiaries ‘to
needed mpatient care. : RIS ool

However, during the 91st Co%greés,‘,it becaime apparent that some
rural hospitals, despite proper efforts, were unable to secure required
nursing personnel and were thus unable to meet thé conditions of par-
ticipation. Several hundred small rural hospitals at that time were tiot
meeting’ the medicare requirement for these réasons and were unable
to %&rtici ate in the medicare program. :
""To deal with the dilethma created by the néed to assure the avail:
ability of hospital services ‘of adequste quality in rural areas and the
fact that existing shiortages of qualified nursing personnel' were making
it difficult for several hundred rural hospitals to meet the mirsing’
staff requirements and coie into compliance with the law, legislation
(H.R. 19470, Public Law'91-690) was enacted to authorize the Secre-,
tary of HEW, under certain conditions, to waive the requirement that
an access hospital have registered professional nurses on duty around
the clock: He

Under this amendment, ‘thé Secretary is given the authority, until

December 31, 1975, to' waive the nursing requirement if he finds that.
a hospital: ‘
"~ (@) has at least one registered nurse on the day shift and has made,
and is continuing to make, a bona fide effort to comply with the
registered nursing staff requirement with respect to othér shifts
(which, in the absence of an R.N., are covered by licensed practical
nurses) but is unable to employ the. qualified personnel necessary at.
prevailing wagé or salary levels, be¢ause of nursing personnel shortages
in the area;

(b) :1s located in an isolated geogsaphical area in which -hospitals
are 1n, short supply and the closest. other participating hospitals are
not readily accessible to people of the area; and =~ {eimiit

(¢) nonparticipation of the access hospital would seriously reduce
the availability of hospital services to medicare beneficiaries residing

in the area, - ET01 g Babnlnt sawr dndt doasM baa svil ao
_.Under the prqvision, the Secretary regularly reviews the situation,
with respect, to each,hospital, and waiyers are granted on an annual
basis for not more than one year at'a time. s
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The waiver authority is applicable only with respect to the nursing
staff requirement; no waiver authority is provided with respect teo
any other conditions of participation or any standards relating to
health and safety. The temporary waiver provision is scheduled to
expire at the end of this calendar year.

our committee has noted that although several hundred small
hospitals were affected by the nursing staff requirement when the
waiver provision was first enacted in 1971, all but 72 hospitals in the
United States are in compliance with the statutory requirement at
this time. Further, a survey conducted by the Department of Health,
Education, and Welfare this year indicates that nearly 65 percent of
the hospitals affected have R.N. coverage for at least two_shifts
daily; and the hospitals have an average of over three R.N.’s on
their staffs.

While emphasizing the importance of having registered nursing
personnel on duty in hospitals at all times to insure quality of care,
your committee recognizes that the number of hospitals not meeting
the nursing staff requirement has dramatically decreased during
the operation of the existing waiver provision and that failure to con-
tinue the provision could severely disadvantage medicare beneficiaries
in these areas who would have to travel long distances to receive needed
inpatient hospital care should the access hospital in their community
become ineligible to participate in the medicare program. Your com-
mittee’s bill, therefore, would authorize the Secretary of HEW, under
the conditions specified in existing law, to continue for an additional
three years until December 31, 1978, to waive the requirement that
an access hospital have a registered professional nurse on duty 24 hours

a day.

qur committee believes that the favorable trend during the last
five years whereby most access hospitals have come into compliance
with the statutory requirement that a registered nurse be-on duty at
all times will continue and that there eventually will be ne hospitals
who must operate under the waiver provision. Your committee has
;eguested the Department of HEW to arrange for the conduct of an
independent study of the status of the hospitals still affected by the
waiver and report their findings to the Committee on Ways and
Means and the Senate Finance Committee by July 1, 1977 (18 months
from the beginning of the extension of the waiver), setting forth the
Dczpa.rtment s recommendations with respect to future. legislative
action.

C. ReLationNsHIP BETWEEN MEDICARE AND FEDERAL EMPLOYEES
Hzeavre BexeriTs PRoGRAM

The statute (section 1862(c) of the Social Security Act) calls for
medicare to stop making payment, as of January 1, 1976, for services
furnished to a beneficiary for which he also has coverage under the
Federal Employees’ Health Benefits (FEHB) program. The January 1,
1976, deadline 1s the result of a provision, origimated by the Committee
on Ways and Means, that was included in the 1972 Social Security
Amendments (Public Law 92-603). It was designed to fotus attention
on the need to consider improved coordination of medicare and the
FEHB program.

9

Many Federal employees and retirees over 65 have worked long
enough in employment covered by social security to become insured
for benefits under part A of medicare. (Part B is available to everyone
over age 65 except recent immigrants.) The Civil Service Commission
estimates that by June 1976 about 258,000 FEHB enrollees, or 50
percent of the enrollees age 65 and over, and 150,000 dependents will
be covered by medicare part A.

At present, when a person who has such dual entitlement receives
health care, medicare acts as the primary insurer and makes payment
first for the covered services; thereafter, the FEHB plan in which the
person is enrolled makes payment, but only to the extent that medicare
has not already paid for the services covered by the FEHB plan.
Although medicare thus bears a major share of the dually entitled
person’s health care costs, the person pays the same FEHB premium
as people not entitled under medicare.

Because of overlapping benefits, many Federal employees and re-
tirees ace 65 and over have not found it advantageous to enroll in

(=}

medicare part B. As a result, they do not benefit from the general
revenue contribution (equalling more than half of the program’s cost)
which is available to all who enroll in part B.

Section 210 of Public Law 92-603 (October 30, 1972) amended title
XVIII of the Social Security Act by adding a new subsection 1862(c)
prohibiting payment by medicare, on or after January 1, 1975, for
any item or service covered by an FEHB plan in which the medicare
beneficiary was enrolled, unless prior to that date the Secretary of
HEW was able to certify that the individual FEHB plan in question
or the entire FEHB program had been modified in specified ways.
The intent of this provision was described in the report of the Con-
mittee on Ways and Means as ‘“‘to assure a better coordinated rela-
tionship between the FEHB program and medicare and to assure that
Federal employees and retirees age 65 and over will eventuall have
the full value of the protection offered under medicare and FEHB.”

To comply with this provision, the modifications in FEHB would
have had to assure the following:

1. That one or more FEHB plans supplementing medicare protec-
tion are available to each Federal employee or retiree who is entitled
to medicare parts A or B, or both A and B, and

2. That the Government or the FEHB plan will make available to
each such individual a contribution at least equal to the contribution
the Government makes toward the high-option coverage of any
enrollee in the Government-wide FEHB plans. This contribution
could be in the form of (a) a contribution toward the individual’s
FEHB protection supplementing medicare, or (b) & payment to offset
the premium cost of part B of medicare, or (c) a com ination of the
two.

In the fall of 1974, when it became apparent that not enough
progress toward coordination had been made to permit the require-
ments of subsection 1862(¢c) to be complied with by January 1, 1975,
the effective date was extended for 1 year, to January 1, 1976, by
Public Law 93-480 (October 26, 1974). The extension was con-
ditional upon submission, no later than March 1, 1975, by the Depart-
ment of HEW and the Civil Service Commission of a progress report

H.R. 626——2
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(in the absence of which the effective date would have been July 1,
1975).

The report jointly submitted by the DHEW and the CSC pursuant
to Public Law 93-480 pointed out a number of problems that it said
would result from efforts to comply with all the requirements of
section 1862(c), and proposed instead an alternative plan for coordina-
tion of the medicare and FEHB programs that would require amend-
ment of both the medicare law and the FEHB Act.

Under the proposal, an FEHB medicare supplement option would
be made available where the FEHB enrollee or a member of his family
1s covered by both parts A and B of medicare. The Government would
pay 100 percent of the premium for this medicare supplement so long
as this did not exceed the maximum dollar amount the Government
pays with respect to other FEHB enrollees. For at least the first
year, the enrollee would not have to pay any premium. The supple-
ment, together with medicare, would cover up to 100 percent of
expenses for a medicare beneficiary; for other family members, the
regular high-option benefits of the FEHB plan would be provided.

The increased cost of this proposal to the Government is estimated
for calendar vear 1976 as $48 million ($39 million in increased FEHB
contributions, and $9 million in increased general revenue contribu-
tions for medicare part B which would result from increased enrollment
in part B by FEHB enrollees). Also, an additional $13 million in
increased premiums would be paid by nonmedicare FEHB enrollees
(their premiums would no longer reflect the reduction in FEHB
program costs that results because medicare makes payment first for
FEHB enrollees who have medicare coverage).

Your committee has carefully considered this proposal by the admin-
istration as well as an alternative suggested in a report by the Comp-
troller General on the coordination issue—that the Government
simply pay medicare part B premiums for all eligible FEHB enrollees.
(The Comptroller General’s report also suggested consideration of
continuing without change the existing svstem for coordinating the
benefits of the two programs.) The substantial costs of these proposals
need to be weighed against the increased benefit protection or im-
proved equity they would provide for people covered under both
FEHB and medicare.

In general, the medicare supplements provided under FEHB today
are richer than those offered to medicare beneficiaries under group
health insurance plans in private industry. The coordination methods
used by the various FEHB plans differ, but in general, after medicare
makes payment, the FEHB plan pays for the services it covers in an
amount that ordinarily will result in full coverage of most of the
charges. Usually, enrollment in the low option of an FEHB plan
(rather than the more costly high option) will achieve this result.
The CSC has been advising medicare beneficiaries, during FEHB
open enrollment periods, that low-option plans will in most cases
adequately supplement both parts of medicare at lower cost than the
high option. o

Since section 1862(c) was enacted, the standard Government con-
tribution toward FEHB premiums has increased from 40 to 60 per-
cent of the total premium, and proposals have been made to increase
the Government contribution again in future years. Medicare bene-

-
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ficiaries, as well as other FEHB enrollees, have benefited from this
increased contribution. .

Although it can be argued that more generous provisions than now
exist for coordination of FEHB and medicare are merited, your
committee is not convinced that equity requires the Government to
substantially increase its expenditures under the two programs in an
effort to accomplish this. It should be noted that Federal employees
who have acquired medicare insured status have generally done so by
splitting their careers between Federal and private employment or by
moonlighting, rather than through a lifetime of work covered under
social security. Some offsetting of the benefits of one program against
the other, such as now exists, seems justified in view of the major
contributions the Government makes toward the financing of both
programs. o )

Your committee has therefore concluded that the existing relation-
ship between the medicare and FEHB programs should be maintained.
Accordingly, the bill would repeal section 1862(c) of the Social Security

Act.
D. MEpicarRE Part B PremMiuMm

The current monthly premium charged for part B of medicare is
permanently frozen at $6.70 (the same amount as for last year) because
of a technical error in the law that prevents the premium from being
increased even though the Congress clearly intended to permit
increases on July 1 of each year. The intention was to permit premium
increases corresponding with increases in program costs, but limited to
a maximum percentage increase no greater than the percentage by
which monthly social security benefits have increased during the year.

Part B of medicare—the voluntary medical insurance part of the
medicare program covering physicians’ and certain other health
services—has since its inception been financed through a combina-
tion of monthly premiums paid by beneficiaries who choose to enroll
and matching payments from Federal general revenues. For the great
majority of beneficiaries, the medicare premium is deducted each
month from the social security benefit check. )

The amount of the premium is determined through a calculation
that begins with the cost of providing part B protection to bene-
ficiaries age 65 and over. The premium was originally designed to
equal one-half of this cost, but subsequent legislation enacted in 1972
limited the maximum premium increase each year to the percentage
by which monthly social security benefits increased. (Beneficlaries
under age 65 who are covered by part B by virtue of their status as
social security disability beneficiaries or as end-stage renal disease
patients pay the same premium as the aged, even though the cost of
providing benefits to them is far greater.) i

The technical error, freezing the premium, occurred when Public
Law 93-233, enacted December 31, 1973, modified the schedule for
automatic increases in social security cash benefits, but unintentionally
failed to make corresponding changes in the provisions that relate
percentage increases in the medicare part B premium to increases in
cash benefits. Federal general revenues are used to finance whatever
part of the cost of part B is not met through premiums paid by
beneficiaries. So long as the premium amount remains frozen, the
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proportion of part B costs financed by general revenues will continue
to rise.

Your committee recognizes that many people would prefer not to
allow the part B premium to increase at a time when the elderly, as
well as others, are feeling the effects of inflation in health care costs.
Failure to increase the premium, however, results in millions of
dollars of increased general revenue expenditures in future vears.
-If such amounts were to be expended, the money might better be
used to provide some improvement in benefit protection.

The burden of the increased premiums would be spread evenly
among all enrollees in part B, and spread throughout the year in even
monthly installments. This seems preferable to alternative ways of
controlling medicare outlays and general revenue costs, such as the
increases 1n deductible and coinsurance amounts that the Administra-
tion has suggested. The burden of those increases would fall unevenly
upon part B beneficiaries and tend to hit hardest the people who could
least afford them. :

Your committee’s bill would correct the technical error in the law
by changing from June 1 to May 1 the date used in_determining the
percentage merease from one vear to the next in social security benefit
levels, to arrive at the maximum percentage by which the medicare
premium may be increased. The premium increase would be deter-
mined and promulgated in December of each year as under present
law-and the increased premium would be deducted from the same
benefit check that reflects a cash benefit increase under the provisions
for antomatic increases in social security benefits. Thus, as intended
by the Congress in enacting Public Law 93-233, premium increases
would not result in reducing the amount of the monthly checks re-
ceived by beneficiaries (because both a benefit increase and a very
much smaller premium increase would be reflected in the same check).

Because of the technical error, the monthly premium has remained
at $6.70 for the 12-month period beginning July 1, 1975, instead of
increasing. The committes bill would not attempt to “catch up”
by permitting 2 years’ werth of benefit increases to be reflected
in the single increase for the year beginning July 1, 1976. Instead,
that premium increase would reflect only 1 year’s increase in social
security cash benefits,

Thus, the present $6.70 premium would go up only 50 cents on
July 1, 1976, the same date that the social security benefit checks will
be increased by reason of the automatic cost-of-living provisions
in title I1 of the Social Security Act. Current estimates are that cash
social security benefits will be increased by about 7 percent for the
checks that are mailed early in July. The minimum dollar increase
would be several tirmes the 50-cent increase in the premium which is
deducted from the same check in which the general benefit increase
appears,

E. Commrirree JurispicTION

In connection with any possible jurisdictional points which might
be made about your committee’s bill the following exchange of cor-
respondence is included in this report. '
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‘CoumiTreE oN Ways AND MEANS,
U.S. House oF REPRESENTATIVES,
Washington, D.C., October 28, 1575.
Hon. Haruey O. STAGGERS, ,
Chairman, Committee on Interstate and Foreign Commerce, U.S. House
of Representatives. ;

Dear Mr. Caairyan: On October 22, the Subcommittee on Healt
of the Committee on Ways and Means approved for consideration of
the full Committee a bill, H.R. 10284, whose four provisions amendin
title XVIII of the Sociel Security Act are designed solely. to respon
to several deadline-type situations under the medicare program.

One of these provisions, for example, involves coordination between
medicare and the Federal Employees’ Health Benefits (FEHB)
Program. Failure to enact it will require FEHB premiums to be
increased substantially, and because the bill is pending, the annual
November FEHB open enrollment period will be delayed or extended.
Our Subcommittee on Health approved the bill unanimously, and I
think it reasonable to expect that the full Committee on Ways and
Means will do so also. )

Although, with regard to some portions of the medicare law,
questions have been raised concerning the jurisdiction of our respective
committees, I hope those questions can be held in abeyance and not
delay consideration of this particular bill which involves these dead-
line situations. Prompt passage by the House of Representatives is
essential if the Senate is to have sufficient time for its action to meet
the forthcoming deadlines. » o

If, upon your examination of H.R. 10284, you find no objection to
its provisions, it would be most helpful if you could so advise me by
letter. Such a letter, Jeaving any question of jurisdiction for later
resolution, would facilitate the necessary prompt consideration of
H.R. 10284 by the House. We hope to take up the bill before the full
Committee early next week. ‘

Sincerely,
Av Urrmax. Charrman.

ConerESs oF THE UNITED STATES,
HousE or REPRESENTATIVES,
Washington, D.C., October 29, 1975.
Hon. Ar UrLman, :
Chairman, Committee on. Ways and Means, U.S. House of Represenia-
tives, Washington, D.C. ,
Dear CrarrMaN Unrmax: Thank vou for your letter of October 28
concerning H.R. 10284 whose four provisions amend title XVIII of
the Social Security Aet to allow continued use of the present system
of coordination between Medicare and the Federal employees health
benefits program, extend for three years the present waiver for rural
hospitals of requirements for around-the-clock registered nursing
services, correcting a technical error respecting Part B premiums, and
amends the prevailing charge provisions to prevent cutbacks in
prevailing fees in 1976.
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Several of these amendments affect the supplemental medical insur-
ance program (Part B of Medicare), which in my judgment is properly
in the jurisdiction of this Committee for the reasons explained in the
attached correspondence. However, I have reviewed the content of
H.R. 10284 and agree with you that it is reasonable and noncontro-
versial legislation which needs rapid enactment because of deadlines
in the Social Security Act to which it responds. I would, therefore,
like you to know I will not object to its further consideration in the
Committee on Ways and Means, the Committee on Rules, or the
House of Representatives. You should understand that I do this
without prejudice to further consideration of the question of jurisdic-
tion over the various parts of the Medicare program, holding that
question in abeyance for later resolution. In the event of Senate
amendments to the bill, I will let you know what role I feel Members
of this Committee should play in their consideration after I have
had the opportunity to examine them. In order to forestall any
possible confusion, I think it would be appropriate for this correspond-
ence, with attachments, to appear in the report of your Committee
on H.R. 10284.

I congratulate you on your efforts and hope that we may cooperate
further in the future in improving the nation’s health.

Sincerely yours, '
: Haruey O. StaeeERs, Chairman.

III. COSTS OF CARRYING OUT THE BILL AND EFFECT
ON THE REVENUES

In compliance with clause 7 of rule XIIT of the Rules of the House
of Representatives, the following statement is made:

Section 4 of your committee’s bill makes a technical amendment
relating to premium determinations under part B of the medicare
program. The increased premiums permitted by section 4 generate
additional revenue for the financing of part B and produce a cor-
responding reduction in expenditures that would otherwise, pursuant
to law, be financed out of Federal general revenues. The estimated
reductions in general revenue outlays are shown below:

Medicare part B premium—Reduction in general revenue outlays resulting from
correction of technical error

[In millions of dellars]
Fiscal years:
Transitional fiscal period (July 1, 1976 through Sept. 30, 1976) ______ $36
977

Administration estimates of the anticipated savings in fiscal year
1976 from the application of the economic index were $25 million.
Current data suggest the savings will exceed-$100 million, of which
$37 million is attributable to the roliback. Thus, the net cost for the
remainder of fiscal year 1976 of section 1 of the bill, which would
preclude the rollbacks of prevailing fees, will be $37 million, although
savings from the application of the index will still be far in excess of
original administration estimates.
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IV. OTHER MATTERS REQUIRED TO BE DISCUSSED
UNDER HOUSE RULES

In compliance with clause 2(1) (2)(B) of rule XI of the Rules of the
House of Representatives, the following statement is made relative
to the vote by your committee on the motion to report the bill. The
bill was wnanimously ordered favorably reported by your committee.

In compliance with clause 2(1) (3)(A) of rule XI of the Rules of the
House of Representatives, the following statement is made relative to
oversight findings by your committee. As a result of hearings con-
ducted in March, June, and September of this year, by the Sub-
committee on' Health, your committee concluded that it would be
desirable to enact legislation changing the present medicare law as
is done in H.R. 10284,

In compliance with clause 2(1) (3) (B) of rule XI of the Rules of the
House of Representatives, your committee states that the changes
made in present law by this bill involve no new budgetary authority
or new or increased tax expenditures.

With respect to clause 2(1)(3)(C) and clause 2(1)(3) (D) of rule XI
of the Rules of the House of Representatives, your committee advises
that no estimate or comparison has been submitted to your committee
by the Director of the Congressional Budget Office relative to.
H.R. 10284, nor have any oversight findings or recommendations been
submitted to your committee by the Committee on Government
Operations with respect to the subject matter contained in the bill.

In compliance with clause 2(1)(4) of rule XI of the Rules of the
House of Representatives, your committee states that the four changes
made in title XVIIT of the Social Security Act under this bill would
not have an inflationary impact on prices and costs in the operation
of the national economy. Section 2 and section 3 would merely con-.
tinue provisions of existing law. Section 4 would correct a technical
error mn the medicare law to again allow the Secretary of Health,
Education, and Welfare to make necessary adjustments in the part
B premium. Any adjustments made pursuant to this section would
not increase the overall cost of the program and thus would not have
an inflationary effect on the operation of the national economy.
Section 1 would, for fiscal year 1976, assure that prevailing fees
recognized by medicare are not reduced below the levels for fiscal
year 1975. Smce this provision will not affect how much is charged
for specified services but only what portion will be recognized as
reimbursable by medicare, it will not have an inflationary impact.

V. SECTION-BY-SECTION ANALYSIS AND jUSTIFICATION
OF THE BILL

SEC. 1. PREVAILING CHARGE LEVEL FOR FISCAL YEAR 1976

Analysis—Section 1(a) assures that no fiscal year 1976 prevailing
charge for a physician service in a particular locality determined for
the purposes of part B of medicare will be less than the same prevail-
ing charge in the same locality in fiscal year 1975 because of applica-
tion of economic index data. :
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Section 1(b) provides that if a beneficiary or physician received
less than the correct amount on claims processed prior to the enact-
ment of this section due to application of economic index data, the
carrier shall pay the additional amount due within such time (but
not exceeding 6 months) as is administratively feasible. No payinent
shall be made on any claim where the difference between the amount
paid and the correct amount due is less than $1.00.

Justification.—This section is necessary to protect beneficiaries
and physicians against an unintended result of the use of an economic
index to limit how much prevailing charges can increase from year
to year. Those situations would be corrected where application of the
index has resulted in the determination of a prevailing charge for a
physician service in fiscal year 1976 which is less than the prevailing
charge for the same service in fiscal year 1975. .

As prompt o refund as possible on an administratively practical
basis would be assured for those physicians and beneficiaries who,
under the provisions of this section, did not receive the correct amount
of reimbursement. The $1.00 minimum payment provision is necessary
to avold incurring heavy administrative costs In making payments
for very insignificant amounts.

SEC. 2. EXTENSION OF AUTHORITY TO WAIVE 24-HOUR NURSING BERVICE
REQUIREMENT FOR CERTAIN RURAL HOSPITALS

Analysis.—Section 2 of the bill amends section 1861(e)(5) of the
Social Security Act to extend from January 1, 1976, to January 1,
1979, the period during which the Secretary of Health, Education, and
Welfare is authorized to grant temporary waivers of nursing staff
requirements to permit certain hospitals which have had difficulty in
securing required nursing services to continue to, participate in the
medicare program under specified conditions.

Justification.—Seventy-two hospitals currently participate in the
medicare program under a waiver of the statutory requirement that
requires a hospital to have at least one registered nurse on duty on a
24-hour basis. The extension of the waiver for an additional three
years will provide these small rural hospitals an additional period of
time to come into full compliance with the nursing standards.

SEC. 3. COORDINATION BETWEEN MEDICARE AND FEDERAL EMPLOYEES'
’ HEALTH BENEFITS PROGRAM

Analysis—Section 3 of the bill repeals section 1862(c) of the Social
Security Act. Under section 1862(c), unless the Secretary of Health,
Education, and Welfare has certified that the Federal Employees’
Health Benefits (FEHB) program has been modified in specified ways,
medicare will cease making payment on January 1, 1976, for any other-
wise covered item or service with respect to which the beneficiary also
has coverage under an FEHB plan.

Justification.—Deletion of this prohibition against medicare pay-
ment reflects a decision (discussed in detail in section IT of this report)
that the existing system of coordinating medicare and FEHB benefits
should be continued.
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SEC. 4, TECHNICAL AMENDMENT RELATING TO PART B PREMIUM
DETERMINATIONS

Analysis.—FEffective for determinations made after the enactment
of the bill, section 4 amends section 1839(c)(3) of the Social Security
Act to change from June 1 to May 1 the date that is used in determin-
ing the percentage increase over the course of a yesr in social security
cash benefits for the gurpos:e of determining each year the maximum
gercentage increase that will be permitted in the monthly premium

or part B of medicare—the voluntary medical insurance part of
medieare covering physicians’ and certain other health services,

Justification.—This section corrects a technical error in the law
that prevents premiums under part B of medicare from being in-
creased, even though the Congress clearly intended to permit increases
on July 1 of each year, corresponding with increases in costs of the
program, but limited to a maximum increase no greater than the per-
centage by which monthly social security benefits increase during the
year.

VI. CHANGES IN EXISTING LAW MADE BY THE BILL,
AS REPORTED :

In compliance with clause 3 of rule XIII of the Rules of the House
of Representatives,. changes ‘in existing law made by the bill, as
reported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italics, existing
law in which no change is proposed is shown in roman):

SOCIAL SECURITY ACT

* * * * _ * * *
TITLE XVIII—HEALTH INSURANCE FOR THE AGED AND DISABLED
* ® * * % * *

Parr B-—SurPLEMENTARY MEDICAL INSURANCE BENEFITS FOR THE
Acep axp Disarnep

* * * * % * *

: AMOUNTS OF PREMIUMS
SEc. 1839. (a) * * *.

* * % * * . * *
(© (1) * **
* * & * * % ¥

(3) The Secreta}'y shall, during December of 1972 and of each year
thereafter, determine and promulgate the monthly premium applicable
for the individuals enrolled under this part for the 12-month period
commencing July 1 in the succeeding year. The monthly premium
shall be equal to the smaller of— :

~_ (A) the monthly actuarial rate for enrollees age 65 and over,

determined according to paragraph (1) of this subsection, for that
12-month period, or , ’
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. '(B) the monthly premium rate most recently promulgated by
the Secretary under this paragraph or, in the case of the deter-
mination made in, December 1971, such rate promulgated under
. ~subsection (b)(2) multiplied by ‘the ratio of (i) the amount in
column IV ‘of the table which, by reason of the law in‘effect at
* ‘the time-the promulgation is made, will be in effect as of [June}
May 1 next following such determination appears (or is deemed
“to appea,r)*in' section 215(a) on the line which includes the figure
750”7 in column IIT of such table to (ii) the amount in eolumn
IV of the table which appeared (or was deemed to ‘appear) in
- section 215(a) on the line which' included the figure “750” in
~ column TIT as of [June] May 1 of the year in which such de-
" termination is made. S ' ‘
Whenever the Secretary promulgates the dollar amount which shall
be applicable as the monthly premium for any period, he shall, at the
time such promulgation is announced, issue a public statement setting
forth- the actuarial assumptions and bases employed by him in arrivin
at the amount of an adequate actuarial rate for enrollees age 65'ah§
over as provided in paragraph (1) and the derivation of the dollar.
amounts specified in this paragraph. : o
* * x ko ® * *

‘USE OF CARRIERS FOR ADMINISTRATION OF BENEFITS

_ SEc. 1842. (a) In order to provide for the administration of the bepe-
fits under this part with maximum efficiency and convenience for in-
dividuals en’titﬁad to benefits under this part and for providers. of
services and other persons furnishing services to such individuals, and
with a view to furthering coordination of the administration of the
benefits under part A and under this part, the Secretary is authorized
toVenter into contracts with carriers, including carriers with which
agreements under section 1816 are in effect, which will perform some or
all of the following functions (or, to the extent provided in such con-
tracts, will secure performance thereof by other organizations); and,
with respect to any of the following functions which involve payments
for physicians’ services on a reasonable charge basis, the Secretary
shall to the extent possible enter into such contracts: K
(1) (A) make determinations of the rates and amounts of pay-
ments required pursuant to this part to be made to providers-of
services and other persons on a reasonable cost or reasonable
charge basis (as may be applicable); o
(B) receive, disburse, and account for funds in making such
payments; and . . ;

... (C) make such audits of the records of providers of services as
. A,nﬁtjf be necessary to assure that proper payments are made under
Cthispart; T T T I
. (2) (A) determine compliance with the requirements. of section
1861 (k) as to utilizafion review; and . ol

(B) sssist providers of services and other Pe.l‘&!)iis‘ Who furnish

- serviges for which payment may be made under this part in the
development of procedures relating to utilization. practices, make
studies of the effectiveness of such procedures and methods for
their improvement, assist in the application of safeguards against
unnecessary utilization of services furnished by providers of serv-

"
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“ices and other persons to individuals entitled to benefits under
... .this part, and .provide procedures for and assist in-arranging
" where necessary, the establishment of groups outside hospitals
(meeting the requirements of section 1861(k)(2)) to meake re-
views of utilization;- S S
(3) serve as a channel of communication of information relating
to the administration of this part; and ,
- (4) otherwise assist, in such manner as the contract may pro-
vide, in discharging administrative duties necessary to carry out
the purposes of this part. e
- (b)(1) Contracts with carriers under subsection (a) may be entered
into without, regard to section 3709 of the R_ewg;edASta-tutes or .any
other provision of law requiring competitive bidding. - .
(2) No such contract shall be entered into with any carrier unless
the Secretary finds that such carrier will perform its obligations under
the contract efficiently and effectively and will meet such requirements
as to financial responsibility, legal authority, and other matters as he
finds pertinent. ) R o S
- (3) pEach such contract shall provide that the carrier— . .
-(A) will take such action as may be necessary to assure that,
where payment under this part for a service.is on & cost basis, the
* cost -is reasonable cost (as determined under section 1861(v)); -
\ (B) will take such action as may be necessary to assure that,

- where payment under this part for a service is on & charge basis,
‘such charge will be reasonable and not-higher than the charge.
applicable, for a comparable service and under comparable cir-
cumstances, to the policyholders and subscribers of the carrier,-
and such payment will (except as otherwise provided in section
1870(f)) be made— S . L

: (i) on the basis of an itemized bill; or. L
(i) on the basis of an assignment under the terms of which
- {I) the Teasonable charge is the full charge for the service
{except in the case of physicians’ services and ambulance
service furnished as described in section 1862(a)(4), other
- than for purposes of section 1870(f) and (II) the physi-
- cian or other person furnishing such service agrees not to
- charge for such service if payment may not be made there-
~ for by reason of the provisions of paragraph (1) of section
. 1862, and if the individual to- whom such service was fur-
nished was without fault in incurring the expenses of such
service; and if the Secretary’s determination that payment
(pursuant to such assignment) was incorrect and was made
-subsequent to the third year following the year in w}:gich
-notice of such payment- was sent to such individual; except
_that the Secretary may reduce such three-year period to not
‘Jess than one year if he finds such -deductmn is’ consistent
- with the objectives of this title; =~ =~ .= .

- but (in the case of bills submitted, or requests for payment made,
after March 1968) only if the bill is submitted, or a written rée-
quest for payment is made in such other form as may be per-

.. nitted under regulations, no later than-the close of the.calendar
.- ~yearfollowing the year in which such service is furnished (deem-
_1ing any service furnished in_the last 3 months of any .c: 911,?1%1‘

* year to have been furnished in the succeeding calendar year);
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(C) will establish and maintain procedures pursuant to which
an individual enrolled under this part will be granted an oppor-
tunity for a fair hearing by the carrier, in any case where the
amount in controversy is $100 or more when requests for pay-
ment under this part with respect to services furnished him are
denied or are not acted upon with reasonable promptness or when
the amount of such payment is in controversy; »

(D) will furnish to the Secretary such timely information and
reports as he may find necessary in performing his functions un-
der this part; and :

(E) will maintain such records and afford such access thereto as
the Secretary finds necessary to assure the correctness and verifi-
cation of the information and reports under subparagraph (D)
and otherwise to carry out the purposes of this part;

and shall contain such other terms and conditions not inconsistent with
this section as the Secretary may find necessary or appropriate. In
determining the reasonable charge for services for purposes of this
paragraph, there shall be taken into consideration the customary
charges for similar services generally made by the physician or cther
person furnishing such services, as well as the prevailing charges in
the locality for similar services.

No charge may be determined to be reasonable in the case of bills
submitted or requests for payment made under this part after Decem-~
ber 31, 1970, if it exceeds the higher of (i) the prevailing charge recog-
nized by the carrier and found acceptable by the Secretary for similar
services in the same locality in administering this part on December 31,
1970, or (ii) the prevailing charge level that, on the basis of statistical
data and methodolgy acceptable to the Secretary, would cover 75
percent of the customary charges made for similar services in the
same locality during the last preceding calendar year elapsing prior
to the start of the fiscal yvear in which the bill is submitted or the
request for payment is made. In the case of physician services the pre-
valling charge level determined for purposes of clause (ii) of the pre-
ceding sentence for any fiscal year beginning after June 30, 1973, may
not exceed (in the ageregate) the level determined under such clause
for the fiscal year ending June 30, 1973, except to the extent that the
Secretary finds, on the basis of appropriate economics index data, that
such higher level is justified by economic changes. In the case of medi-
cal services, supplies, and equipment (including equipment servicing)
that, in the judgment of the Secretary, do not generally vary signifi-
cantly in quality from one supplier to anether,-the charges incurred
after December 31, 1972, determined to be reasonable may not exceed
the lowest charge levels at which such services, supplies, and equipment.
are widely and consistently available in a locality except to the extent
and under the circumstances specified by the Secretary. The require-
ment in subparagraph (B) that a bill be submitted or request for pay-
ment be made by the close of the following calendar year shall not
apply if (1) failure to submit the bill or request the payment by the
close of such year is due to the error or misrepresentation of an officer,
employee, fiscal intermediary, carrier, or agent of the Department of
Health, Education, and Welfare performing functions under :this:title
and acting within the scope of his or its authority, and (ii) the bill is
submitted or the payment is requested promptly after such error or

-
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misrepresentation is eliminated or corrected. Notwithstanding the
provisions of the third and fourth sentences preceding this sentence,

“the prevailing charge level in the case of @ physician service in a particular

locality determined pursuant to such third and fourth sentences for the
fiscal year beginwing July 1, 1975, shall, if lower than the prevailing
charge level for the fiscal year end’mg June 30, 1975, in the case of a
similar physician service in the same locality by reason of the application
of economic index data, be raised to such prevailing charge level for the
fiscal year ending June 30, 1975.

* * * % * % *

Part C—MiscELLANEOUS ProvisioNs
DEFINITION OF SERVICES, INSTITUTIONS, ETC.
Skc. 1861. For purposes of this title—
Spell of Iliness

,(a)***
* *® # * * * *

Hospital

(e) The term “hospital” (except for purposes of sections 1814(d),
1814(f) and 1835(b), subsection (a)(2) of this section, paragraph (7)
of this subsection, and subsections (i) and (n) of this section) means
an institution which— ‘

(1) is primarily engaged in providing, by or under the super-
vision of physicians, to inpatients (A) diagnostic services and
therapeutic services for medical diagnosis, treatment, and care of
injured, disabled, or sick persons, or (B) rehabilitation services
for the rehabilitation of injured, disabled, or sick persons;

(2) maintains clinical records on all patients; .

(3) has bylaws in effect with respect to its staff or physicians;

(4) has a requirement that every patient must be under the
care of a physician; )

(5) provides 24-hour nursing service rendered or supervised by
a registered professional nurse, and has a licensed practical nurse
or registered professional nurse on duty at all times except that
until January 1, [1976] 1979, the Secretary is authonzed to
waive the requirement of this paragraph for any one-year period
with respect to any institution, insofar as such requirement relates
to the provision of twenty-four-hour nursing service rendered or
supervised by a registered professional nurse (except that in any
event a registered professional nurse must be present on the
premises to render or supervise the nursing service provided,
during at least the regular daytime shift), where immediately
preceding such one-year period he finds that—

(A) such institution is located in a rural area and the
supply of hospital services in such area is not sufficient to
meet the needs of individuals residing therein, .

(B) the failure of such institution to qualify as a hospital
would “seriously reduce the availability of such services to
such individual, and
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(C) such institution has made and continues to make a
good faith effort to comply with this paragraph, but such
compliance is impeded by ‘the lack of qaal%f%ed nursing per-
sonnel in such area; = f

(6) has in effect a hospital utilization review plan which meets
the requirements of subsection (k); :

{7) 1in the case of an institution in any State in which State or

- applicable local law provides for the licensing of hospitals, (A)

is licensed pursuant to such law or (B) is approved, by the agency
-of such State or locality responsible for licensing hospitals, as
meeting the standards established for such lcensing;

(8) has in effect an overall plan and budget that meets the
requirements of subsection (z); and

(9) meets such other requirements as the Secretary finds neces-
sary in the interest of the health and safety of the individuals who
are furnished services in the institution.

* % T * *® * *

EXCLUSIONS FROM COVERAGE

Sec. 1862, (a) * * *
* * * * * * *

L(c) No payment may be made under this title with respect to any
item or service furnished to or on behalf of any individual or on after
January 1, 1976, if such item or serviee is covered under a health
benefits plan in which such individual is enrolled under chapter 89

“of title 5, United States Code, unless prior to the date on which such
item or service is so furnished the Secretary shall have determined and
certified that such plan or the Federal employees health benefits
program under chapter 89 of such title 5 has been modified so as to
assure that— ;

[(1) there is available to each Federal employee or annuitant
enrolled in such plan, upon becoming entitled to benefits under
part A or B, or both parts A and B of this title, in addition to the
health benefits plans available before he becomes so entitied, one
or more health benefits plans which offer protection supplementing
the protection he has under this title, and :

[(2) the Government or such plan will make available to such
Federal employee or annuitant a contribution in an amount at
least equal to the contribution which the Government makes
toward the health insurance of any employee or annuitant enrolled
for high option coverage under the Government-wide plans
established under chapter 89 of such title 5, with such eontribution
being in the form of (A) a contributior: toward the supplementary
protection referred to in paragraph (1), (B) a payment to or on
behalf of such employee or anmuitant to offset the cost to him of
his coverage under this title, or (C) a combination of such con-
tribution and such payment.]}

* * * * * g #

O




H. R. 10284

Rinety-fourth Congress of the Wnited States of America

AT THE FIRST SESSION

Begun and held at the City of Washington on Tuesday, the fourteenth day of January,
one thousand nine hundred and seventy-five

An Act

To amend title XVIII of the Social Security Act, and for other purposes.

Be it enacted by the House of Representative and the Senate of the
United States of America in Congress assembled,

TITLE I—PROVISIONS RELATING TO
HEALTH SERVICES

PREVAILING CHARGE LEVEL FOR FISCAL YEAR 1976

Sec. 101, (a) Section 1842(b) (8) of the Social Security Act is
amended by adding at the end thereof the following new sentence:
“Notwithstanding the provisions of the third and fourth sentences
preceding this sentence, the prevailing charge level in the case of a
physician service in a particular locality determined pursuant to such
third and fourth sentences for the fiscal year beginning July 1, 1975,
shall, if lower than the prevailing charge level for the fiscal year end-
ing June 30, 1975, in the case of a similar physician service in the same
locality by reason of the application of economic index data, be raised
t07su’c;h prevailing charge }])evel for the fiscal year ending June 30,
1975.7.

(b) The amendment made by subsection (a) shall be applicable
with respect to claims filed under part B of title XVIII of the Social
Security Act with a carrier designated pursuant to section 1842 of
such Act and processed by such carrier after the appropriate changes
were made in the prevailing charge levels for the fiscal year beginnin
July 1, 1975, on the basis of economic index data under the third an
fourth sentences of section 1842(b)(3) of such Act; except that (1)
if less than the correct amount was paid (after the application of
subsection (a) of this section) on any claim processed prior to the
enactment of this section, the correct amount shall be paid by such
carrier at such time (not exceeding 6 months after the date of the
enactment of this section) as is administratively feasible, and (2) no
such payment shall be made on any claim where the difference between
the amount paid and the correct amount due is less than $1,

EXTENSION OF AUTHORITY TO WAIVE 24-HOUR NURSING SERVICE
REQUIREMENT FOR CERTAIN RURAL HOSPITALS

Sgc. 102. Section 1861(e) (5) of the Social Security Act is amended
by striking out “January 1, 1976” and inserting in lhieu thereof “Jan-
uary 1, 19797,

COORDINATION BETWEEN MEDICARE AND FEDERAL EMPLOYEES
HEALTH BENEFITS PROGRAM

Skc. 103. Section 1862(c) of the Social Security Act is repealed. ¢
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TECHNICAL AMENDMENT RELATING TC PART B PREMIUM
DETERMINATIONS

Src. 104. (a) Section 1839(c) (3) of the Social Security Act is
amended by striking out “June 1” each place it appears and inserting
in lieu thereof “May 1.

(b) The amendments made by subsection (a) shall apply with
respect to determinations made under section 1839 (¢) (3) of the Social
Security Act after the date of the enactment of this Act.

PROFESSIONAL STANDARDS REVIEW AREAS

Szo. 105, Section 1152 of the Social Security Act is amended by
adding at the end thereof the following new subsection:

“(g) (1) In any case in which the Secretary has established, within
a State, two or more appropriate areas with respect to which Profes-
sional Standards Review Organizations may be designated, he shall,
prior to designating a' Professional Standards Review Organization
for any such area, conduct in each such area a poll in which the doc-
tors of medicine and doctors of osteopathy engaged in active practice
therein will be asked : ‘Do you support a change from the present local
and regional Professional Standards Review Organization area desig-
nations to a single statewide area designation ¥’ If, in each such area,
more than 50 per centum of the doctors responding to such question
respond in the affirmative, then the Secretary shall establish the entire
State as a single Professional Standards Review Organization area.

“(2) The provisions of paragraph (1) shall not be applicable with
respect to the designation of Professional Standards Review Orga-
nization areas in any State, if, prior to the date of enactment of this
subsection, the Secretary has entered into an agreement {(on a condi-
tional basis or otherwise) with an organization designating it as the
ls)rofe§’s,ional Standards Review Organization for any area in the

tate.”,

UPDATING OF THE LIFE SAFETY REQUIREMENTS APPLICABLE TO
NURSING HOMES

Skc. 106. (a) Section 1861(j) (13) of the Social Security Act is
amended by striking out “(21st edition, 1967)” and inserting in lieu
thereof “(23d edition, 1978)”. '

(b) Subject to subsection (c), the amendment made by subsection
(a) shall be effective on the first day of the sixth month which begins
after the date of enactment of this Act.

(¢) Any institution (or part of an institution) which complied with
the requirements of section 1861(j) (13) of the Social Security Act
on the day preceding the first day referred to in subsection (b) shall,
so long as such compliance is maintained (either by meeting the ap-
plicable provisions of the Life Safety Code (21st edition, 1967), with
or without waivers of specific provisions, or by meeting the applicable
¥r0v1'sions of a fire and safety code imposed by State law as provided

or in such section 1861(j) (13)), be considered (for purposes of titles
XVIII and XIX of such Act) to be in compliance with the require-
ments of such section 1861(j) (18), as it is amended by subsection (a)
of this section.
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GRANTS FOR CERTAIN EXPERIMENTS AND DEMONSTRATION PROJECTS

Skc. 107. Nothing contained in section 222(a) of Public Law 92--603
shall be construed to preclude or prohibit the Secretary of Health,
Education, and Welfare from including in any grant otherwise
authorized to be made under such section moneys which are to be used
for payments, to a participant in a demonstration or experiment with
respect to which the grant is made, for or on account of costs incurred
or services performed by such participant for a period prior to the
date that the project of such participant is placed in operation, if—

(1) the applicant for such grant is a State or an agency thereof,

(2) such participant is an individual practice association which
has been in existence for at least 3 years prior to the date of enact-
ment of this section and which has in eifect a contract with such

~ State (or an agency thereof), entered into prior to the date on

which the grant is approved by the Secretary, under which such
association will, for a period which begins before and ends after
the date such grant is so approved, provide health care services
for individuals entitled to care and services under the State plan
of such State which is approved under title XIX of the Social
Security Act,

(3) the purpose of the inclusion of the project of such associa-
tion 1s to test the utility of a particular rate-setting methodology,
designed to be employed in prepaid health plans, in an individual
practice association operation, and

(4) the applicant for such grant affirms that the use of moneys
from such grant to make such payments to such individual prac-
tice association is necessary or useful in assuring that such asso-
ciation will be able to continue in operation and carry out the
project described in clause (3).

PROFESSIONAL STANDARDS REVIEW ORGANIZATION STARTUP DEADLINE

Sec. 108. (a) Subsections (c) (1) and (f) (1) of section 1152 of the
Social Security Act are each amended by striking out “January 1, 1976
and ingerting in lieu thereof “January 1, 1978”.

(b) The amendments made by subsection (a) shall not apply in any
area designated in accordance with section 1152(a) (1) of the Social
Security Act where—

1) the membership association or organization representing
the largest number of doctors of medicine in such area, or in the
State in which such area is located if different, has adopted by
resolution or other official procedure a formal policy position of
opposition to or noncooperation with the established program of
professional standards review ; or

(2) the organization proposed to be designated by the Secre-
tary under section 1152 of such Act has been negatively voted
u}]lpon ;n accordance with the provisions of subsection (f)(2)
thereof.

STUDY REGARDING COVERAGE UNDER PART B OF MEDICARE FOR CERTAIN
SERVICES PROVIDED BY OPTOMETRISTS

Sec. 109. The Secretary of Health, Education, and Welfare shall
conduct a study of, and submit to the Congress not later than 4 months
after the date of enactment of this section a report containing his find-
ings and recommendations with respect to, the appropriateness of
reimbursement under the insurance program established by part B of
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title XVIII of the Social Security Act for services performed by
doctors of optometry but not presently recognized for purposes of
reimbursement with respect to the provision of prosthetic lenses for
patients with aphakia.

TUTILIZATION REVIEW UNDER MEDICAID

Sgc. 110. (a) Section 1903(g) (1) (C) of the Social Security Act is
amended to read as follows:

“(C) such State has in effect a continuous program of review
of utilization pursuant to section 1902(a)(30) whereby each
admission is reviewed or screened in accordance with eriteria
established by medical and other professional personnel who are
not themselves directly responsible for the care of the patient
involved, and who do not have a signifieant financial interest in
any such institution and are not, except in the case of a hospital,
employed by the institution providing the care involved ; and the
information developed from such review or screening, along with
the data obtained from prior reviews of the necessity for admis-
sion and continued stay of patients by such professional personnel,
shall be used as the basis for establishing the size and composition
of the sample of admissions to be subject to review and evaluation
by such personnel, and any such sample may be of any size up to
100 per centum of all admissions and must be of sufficient size to
serve the purpose of (1) identifying the patterns of care being
provided and the changes occurring over time in such patterns
so that the need for modification may be ascertained, and (1i) sub-
jecting admissions to early or more extensive review where infor-
mation indicates that such consideration is warranted; and”,

(b) The amendment made by subsection (a) shall take effect on the
first day of the first calendar month which begins not less than 90 days
after the date of enactment of this Act.

CONSENT BY STATES TO CERTAIN SUITS

Skc. 111, (a) Section 1902 of the Social Security Act is amended by
adding at the end thereof the following new subsection:

“ (gi) Notwithstanding any other provision of this title, a State
plan for medical assistance must include a consent by the State to the
exercise of the judicial power of the United States in any suit brought
against the State or a State officer by or on behalf of any provider of
services (as defined in section 1861(u)) with respect to the application
of subsection (a) (18) (D) to services furnished under such plan after
June 30, 1975, and a waiver by the State of any immunity from such a
suit conferred by the 11th amendment to the Constitution or otherwise.”

(b) Section 1903 of such Act is amended by adding at the end thereof
the following new subsection:

“(1) Notwithstanding any other provision of this section, the amount
payable to any State under this section with respect to any quarter
beginning after December 81, 1975, shall be reduced by 10 per centum
of the amount determined with respect to such quarter under the pre-
ceding provisions of this section if such State is found by the Secretary
not to be in compliance with section 1902(g).”

(¢) The amendments made by this section shall (except as other-
wise provided therein) become effective January 1, 1976.

N o 65 Dl B o e
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UTILIZATION REVIEW ACTIVITIES

Sec. 112. (a) (1) Section 1861(w) of the Social Security Act is
amended—
A) by inserting “(1)” immediately after “(w)”, and
B) by adding at the end thereof the following new para-
aph:

“(2) Utilization review activities conducted, in accordance with the
requirements of the program established under part B of title XI
of the Social Security Act with respect to services furnished by a hos-
pital to patients insured under part A of this title or entitled to have
payment made for such services under a State plan approved under
title V or XIX, by a Professional Standards Review Organization
designated for the area in which such hospital is located shall be
deemed to have been conducted pursuant to arrangements between
such hospital and such organization under which such hospital is
obligated to pay to such organization, as a condition of receiving pay-
ment for hospital services so furnished under this part or under such
a State plan, such amount as is reasonably incurred and requested (as
determined under regulations of the Secretary) by such organization
in conducting such review activities with respect to services furnished
by such hospital to such patients.”.

(2) Section 1815 of such Act is amended—

(A) by ingerting “(a)” immediately after “Sgc. 1815.”, and
(B) by adding at the end thereof the following new subsection :

“(b) No payment shall be made to a provider of services which is a
hospital for or with respect to services furnished by it for any period
with respect to which it is deemed, under section 1861(w) (2), to have
in effect an arrangement with a Professional Standards Review Orga-
nization for the conduct of utilization review activities by such orga-
nization unless such hospital has paid to such organization the amount
due (as determined pursuant to such section) to such organization for
the review activities conducted by it pursuant to such arrangements or
such hospital has provided assurances satisfactory to the Secretary
that such organization will promptly be paid the amount so due to 1t
from the proceeds of the payment claimed by the hospital. Payment
under this title for utilization review activities provided by a Profes-
sional Standards Review Organization pursuant to an arrangement or
deemed arrangement with a hospital under section 1861(w) (2) shall
be calculated without any requirement that the reasonable cost of such
activities be apportioned among the patients of such hospital, if any,
to whom such activities were not applicable.”.

(¢) Section 1168 of such Act is amended by adding at the end
thereof the following new sentence: “The Secretary shall make such
transfers of moneys between the funds, referred to in clauses (a), (b),
and (c¢) of the preceding sentence, as may be appropriate to settle
accounts between them in cases where expenses properly payable from
the funds described in one such clause have been paid from funds
described in another of such clauses.”.

(d) The amendments made by this section shall be effective with
respect to utilization review activities conducted on and after the first
day of the first month which begins more than 30 days after the date of
enactment of this Act.
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TITLE IT—PROVISIONS RELATING TO FOOD STAMPS
PROVIDED TO AFDC FAMILIES

FOOD STAMP DISTRIBUTION TO AFDC FAMILIES

Skc. 201. Notwithstanding any other provision of law, the final date
for compliance with regulations in implementation of section 10(e) (7)
of the Food Stamp Act of 1964, as amended, may be extended until
October 1, 1976.

TITLE ITI—INTERNAL REVENUE CODE AMENDMENT

CERTAIN IRRIGATION DAMS

Src. 801. (a) Section 103 of the Internal Revenue Code of 1954
(relating to interest on certain governmental obligations) is amended
by redesignating subsection (e% as subsection (f) and by inserting
after subsection (d) the following new subsection:

“(e) Cerrain Irrrcation Dams—A dam for the furnishing of
water for irrigation purposes which has a subordinate use in con-
nection with the generation of electric energy by water shall be treated
as meeting the requirements of subsection (c) (4) (G) if—

“(1) substantially all of the stored water is contractually avail-
able for release from such dam for irrigation purposes, and

“(2) the water so released is available on reasonable demand
to members of the general public.”.

(b) The amendment made by subsection (a) shall apply to obliga-
tions issued after the date of the enactment of this Act.

Speaker of the House of Representatives.

Vice President of the United States and
President of the Senate.
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Please let the President have reports and
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as soon as possible.

Sincerely,

Robert D. Linder
Chief Executive Clerk

The Honorable James T. ILynn
Director

Office of Management and Budget
Washington, D. C.





